





RELEASES IN THIS ISSUE 


Securities Act - 
Securities Exchange Act 
Public Utility Holding 
Company Act - 
Investment Company Act - 
Investment Advisers Act - 
Litigation - 
Accounting Series Release - 
FOIA - 





This issue covers releases issued from 4/15/77-4/21/77 


This listing does not affect the legal status of any 
document published in this issue. 





SEC DOCKET INDEX 





Volume Found in Docket Dated 


l Vol. V, No. 15 12/3/74 
il Vol. V, No. 16 12/10/74 
mM Vol. Vi, No. 3 1/8/75 
IV Vol. VI, No. 15 4/22/75 
V Vol. VI, No. 20 5/28/75 
vi Vol. Vil, No. 8 7/22/75 
vil Vol. Vill, No. 15 1/28/76 
Vill Vol. IX, No. 11 5/18/76 
IX Vol. X, No. 11 10/5/76 
x Vol. XI, No.9 2/8/77 


IGNIFICANT ITEMS ANNOUNCEMENT 


34-13470 Implementation of an Investor Dis- 
pute Resolution System — Confer- 
ence to consider how the securities 
industry can respond to Commis- 
sion’s concern for more effective and 
efficient dispute resolution system. 


Consideration of formulation of rules 








34-13461 


34-13462 


34-13477 


34-13478 
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and guides and request for public 
comment with respect to (1) form and 
content of railroad industry disclosure 
guidelines; (2) a uniform definition of 
deferred maintenance and uniform 
standards for its quantification and 
disclosure; and (3) the appropriate- 
ness 2f betterment accounting in 
documents filed with the Commission 
and distributed to stockholders. Com- 
ment period ends June 17, 1977; File 
No. S7-692. 


Amendments would update and clar- 
ify financial reports required to be 
filed by brokers and dealer. They 
would provide guideline schedules to 
assist registrants prepare these re- 
ports. 


Amends the financial and operational 
reporting requirements known as the 
FOCUS reporting system by adopting 
previously proposed amendments to 
the FOCUS report and accompanying 
rules. 


The -Commission amends and re- 
scinds various rules and forms with 
the effect that those registrants who 
currently file copies of their reports 
submitted to the Interstate Com- 
merce Commission, Federal Power 
Commission, Federal Communica- 
tions Commission, and Civil Aeronau- 
tics Board in lieu of the Commission’s 
regular annual and quarterly report 
forms are now required to file reports 
in compliance with such forms and 
regulations governing such reports. 
Effective date October 1, 1977. 


The Commission announced it is con- 
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sidering the formulation of rules and 
requests public comment regarding 
the appropriateness of providing per- 
manent exemption for lessor and 
switching and terminal company rail- 
roads from the financial reporting re- 
quirements of Commission forms 
34-13482 The Commission has requested writ- 
ten statements preparatory to holding 
hearings on the subjects of share- 
holder communications, shareholder 
participation in the corporate elec- 
toral process and corporate gover- 
nance. Such statements and hearings 
are to give the Commission the bene- 
fit of the views of interested members 
of the public in a broad re-examina- 
tion of its rules concerning proxy 
solicitations. 
35-20002 Form USS is amended by deleting re- 
ferences to Section 13 and 15(d) of 
the Securities Exchange Act of 1934 
(1934 Act’’) in the various instruc- 
tions to the form which now provide 
that registered holding companies 
and their subsidiaries may file an 
annual report on Form US5S in lieu 
of separate annual reports on Form 
10-K by each system company sub- 
ject to the reporting requirements to 
Sections 13 and 15(d) of the 1934 
Act. The form is also amended by 
deleting two items of disclosure re- 
quired by that report which are ade- 
quately disclosed in Form 10-K. 


The following rules relate to self-regulatory organization 
rule proposals and/or adoptions. 


34-13458 
34-13469 
34-13487 


34-13466 
34-13484 


34-13467 
34-13485 


34-13468 
34-13486 
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SECURITIES ACT OF 1933 
Release No. 33-5824/April 28, 1977 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 34-13479/ April 28, 1977 


RAILROAD INDUSTRY DISCLOSURE GUIDELINES, 


DEFERRED MAINTENANCE, AND BETTERMENT 
ACCOUNTING 
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AGENCY: Securities and Exchange Commission. 


ACTION: Advance Notice of Proposed Rulemaking. 


SUMMARY: The Commission announces that it is 
conside:ing the formulation of rules and guides and 
requests public comment with respect to (1) the form 
and content of railroad industry disclosure guidelines; 
(2) a uniform definition of deferred maintenance and 
uniform standards for its quantification and disclosure; 
and (3) the appropriateness of betterment accounting in 
documents filed with the Commission and distributed to 
stockholders. 


DATES: Comments must be received on or before: 
June 17, 1977. 


ADDRESS: Comments shouldr refer to File No. S7-692 
and should be submitted in triplicate to George A. 
Fitzsimmons, Secretary, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. 


FOR FURTHER INFORMATION CONTACT: 


(A) With respect to railroad industry disclosure guide- 
lines: Richard K. Wulff, Office of Disclosure Policy and 
Proceedings, Division of Corporation Finance, Securi- 
ties and Exchange Commission, 500 North Capitc 
Street, Washington, D.C. 20549 (202-755-1750). 


(B) With respect to deferred maintenance and 
betterment accounting: Lawrence J. Bloch, Office of 
the Chief Accountant, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549 (202-755-1182). 


SUPPLEMENTARY INFORMATION: Pursuant to its 
expanded authority under Section 13(b) of the 
Securities Exchange Act of 1934 (‘Exchange Act’’) [15 
U.S.C. 78a et seq., as amended by Pub. L. No. 94-29 
(June 4, 1975)], as amended by the Railroad Revitaliza- 
tion and Regulatory Reform Act of 1976 (‘Railroad 
Act’’) [45 USC 801 (February 5, 1976)], the Commission 
announced in other action today the adoption of 
amendments to certain rules and forms which require 
railroad companies for the first time to file annual 
reports and quarterly reports with the Commission on 
Forms 10-K [17 CFR 249.310] and 10-Q [17 CFR 
249.308a] respectively.’ In addition, pursuant to the 
Railroad Act, certain securities of railroad companies 
are no longer exempt from the registration requirements 
of the Securities Act of 1933 (‘Securities Act’’) [15 
U.S.C. 77a et seq.]. In connection with the initial 
preparation by railroads of disclosure documents under 





'See Securities Exchange Act Release No. 34-13477 
(April 28, 1977) (See proposed rules and regulations in 
this issue at page 228.) 
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the Securities Act and the Exchange Act, the Com- 
mission requests public comment on the above matters. 


DEVELOPMENT OF DISCLOSURE GUIDELINES FOR 
CLASS | RAILROADS 


The Commission has directed the staff of its Division of 
Corporation Finance to develop disclosure guidelines 
for selected industries. The Commission's decision to 
formulate guides is prompted by a recent recommenda- 
tion of the Advisory Committee on Corporate 
Disclosure and is designed to encourage uniform textual 
and financial statement disclosure of material items that 
are unique to particular industries. The proposed guide- 
lines generally have the same effect as those already 
published for bank holding companies, real estate 
limited partnerships, and oil and gas drilling programs in 
their preparation of disclosure documents under both 
the Securities Act and the Exchange Act. The approach 
to be adopted in the formulation of the new guides 
would also be similar to that used by the Commission 
and its staff in the promulgation of the existing 
guidelines. 


The Advisory Committee has also recommended that as 
an aid to the development of meaningful guidelines 
users and preparers of information for the selected 
industries be afforded the opportunity to participate in 
the formulation of the guides by providing comments 
and suggestions. A further recommendation of the 
Committee was to test the efficacy of this procedure by 
selecting a few industries, at least initally, for guidelines 
development. The Commission has chosen Class | 
Railroads for guidelines formulation, in part, because of 
the impact of the Railroad Act. 


As is the case with existing guidelines for preparing 
Securities Act and Exchange Act registration state- 
ments and reports, it is not intended that any railroad 
guides would constitute Commission rules but that they 
would exhibit policies and practices utilized by the 
Division of Corporation Finance in administering the 
disclosure requirements of the federal securities laws. 


In furtherance of the Advisory Committee’s recommen- 
dation, the Commission hereby requests the comments 
and suggestions of all interested persons familiar with 
the railroad industry to assist in the development of 
meaningful guideliens to be followed in the preparation 
of Securities Act and Exchange Act disclosure docu- 
ments. Prospective commentators are requested to 
isolate specific areas of disclosure which might be sub- 
ject to uniform presentation by railroads. Among other 
areas, commentators should consider guidelines with 
respect to: (1) line of business reporting, including a 
breakdown of the contribution of freight and passenger 
service, (2) the status of physical plant and equipment, 
including the average economical service lives, average 
ages, bad order ratios and classification by age range of 





‘ocomotives, freight cars and other equipment, and 
capital and maintenance spending practices with respect 
to plant and equipment, (3) the average return on 
invested capital, (4) competitive conditions and 
position, and (5) disclosure of deferred maintenance, as 
discussed in greater detail later. It is also requested that 
difficult disclosure problems be considered from both 
an accounting and non-accounting vantage. The 
desired information will pinpoint the scope as well as 
the substance of the guidelines and commentary should 
be designed with this goal in view. 


DEFERRED MAINTENANCE 


The Commission is also requesting comments and 
suggestions of all interested persons familiar with the 
railroad industry on the development of a uniform 
definition of deferred maintenance, uniform methodo- 
logy for its quantification and the appropriate standards 
of disclosure for such amount under the federal 
securities laws. 


The Commission has observed that deferred mainte- 
nance is a phenomenon facing a substantial portion of 
the railroad industry. A study prepared for the Federal 
Railroad Administration by Thomas K. Dyer, Inc., 
consulting engineers, indicates that deferred mainte- 
nance for all Class | railroads is in excess of $7 billion. In 
that study deferred maintenance was defined as ‘‘the 
quantity of materials, amount of labor, and incidentals 
for the work required to bring each of the components 
of the railroad’s facilities to a level where, on the 
average, one half of its useful life remains.”? The 
Commission understands that this definition and the 
Dyer methodology for computing deferred maintenance 
will be an important element in the Secretary of 
Transportation’s recommendation to Congress for 
governmental financing of the railroad industry's 
facilities rehabilitation and improvement needs3 


The Commissicn requests comments on the appropri- 
ateness of this definition, the methodology used in the 
Dyer study and whether deferred maintenance amounts 
determined using the Dyer definition and methodology 
would be appropriate for disclosure of an individual 
railroad’s amount of deferred maintenance. If it is the 
commentators’ view that the Dyer approach is not 
appropriate, the Commission requests suggestions for 
an approach that is believed to be appropriate. 





2Maintenance of Way Study, United States Class | 
Railroads, October 1974, Association of American 
Railroads, Thomas K. Dyer, Inc., Lexington, Mass. 


3A copy of the Dyer Report is included in Commission 
file S7-692 and is available for inspection at the 
Commission's Public Reference Section, 1100 L St. 
N.W., Washington, D.C. 20549 
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It is noteworthy that a railroad industry sponsored study 
commonly referred to as the ASTRO Report* 
acknowledged that the industry had an ‘‘enormous 
backlog” of rail and tie renewals due to low replacement 
levels in the 1950’s and 1960’s and that these levels 
implied replacement cycles which are much greater 
than the average useful lives of new rail and ties. In this 
regard, the ASTRO Report stated that new rail can 
reasonably be expected to last an average of 60 years, 
including subsequent reuse in secondary lives and the 
average life for new ties about 35 years. The analysis in 
the ASTRO Report indicates the importance of knowing 
not only the extent to which a railroad’s track 
replacement deviates from the normal (50 percent life 
remaining) condition, but also whether past replace- 
ment patterns may necessitate material increases in 
replacements merely to maintain current track 
conditions. The Commission also requests comments 
concerning disclosures by railroads fo their historical 
track replacement patterns, the rates at which their 
track materials are currently being used up° and future 
requirements and costs associated with maintaining the 
track in the present condition and eliminating deferred 
maintenance. Consideration should also be given to 
providing the foregoing information with respect to 
major track components (e.g., main line, branch line, 
year and traffic density subsclassifications) 6 


Regardless of the asserted present lack of consensus on 
the definition and computation of deferred mainte- 
nance, the Commission believes that the existence of 
significant amounts of deferred maintenance is material 
information to shareholders. Pending the formulation of 
industry wide guidelines, material amounts of deferred 
maintenance should be disclosed to stockholders in 
whatever fashion the management of individual 
railroads believes best portrays their situation with 
appropriate disclosure of the definition of deferred 
maintenance that has been employed anda _ brief 
description of the methodology. 


BETTERMENT ACCOUNTING 
Background 


The Commission is also inviting comment as to whether 
betterment acounting should continue to be an 
acceptable accounting principle for railroads for 
reporting their financial position and results of 
operations in filings with the Commission and in reports 
to shareholders. 


Under betterment accounting the initial cost of trac 

structures, usually ties, rails, and ballast, is recorded as 
a nondepreciable asset. Subsequent replacements are 
charged to operating expense except to the extent they 
constitute a betterment. For example, if 110 Ib. rail is 
replaced with 132 lb. rail, the cost attributable to the 
22lb. betterment is recorded as a non-depreciable asset 
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} 
and the cost attributable to the 110 Ib. replacement is 
recorded as an operating expense. 


All railroads in the United States use betterment 
accounting for purposes of reporting their financial 
results to the Interstate Commerce Commission. All but 
three railroads use betterment accounting in filings with 
the Commission and for shareholder reporting 
purposes. The three railroads that use ddpreciation 
accounting provide a reconciliation of their financial 
results under depreciation accounting to that that 
would have been reported had betterment accounting 
been used. ; 


Views of Those Who Support Betterment Accounting 


Challenges to betterment accounting are not new. In 
1957 a committee of the American Institute of 
Accountants (now the American Institute of Certified 
Public Accountants) conducted a study of railroad 
accounting practices and stated the following regarding 
betterment accounting (frequently called “replacement 
accounting): 


The Committee believes that ‘replacement’ accounting 
does not accord with practices generally followed by 
other industries. As to track components, however, the 
committee, in consideration of the long history of the 
use of replacement accounting by railroads with respect 
thereto, the unique nature of this category of railroad 
property, its relatively stable physical quantity, and 
mature economic status of the industry, has congluded, 
with one member dissenting, that no substantial useful 
purpose would be served by a change to depreciation 
accounting techniques in the absenée of ‘evidence 
indicating that depreciation-maintenance procedures 
would provide more appropriate charges to income for 
the use of such property.’ 





4The American Railroad Industry: A Prospectus, 
America’s Sound Transportation Review Organization 
(June, 1970). 


5In this connection consideration should be give to the 
factors affecting track life such as accumulated gross 
tonnage, average carload weight, whether. ties are 
treated and whether rail is jointed or welded. 


®A General Accounting Office Study for A Subcommit- 
tee of the Senate Government Operations Committee 
pointed out that the Dyer method does not indicate the 
segments of the track system on which maintenance 
has been deferred. Information on Estimated Costs to 
Rehabilitate the Nation's Railroad Track and a 
Summary of Federal Assistance to the Industry, Nov., 
1975, at 9. 


TReport of American Institute of Accountants Commit- 
tee on Relations with the Interstate Commerce 
Commission, March 29, 1957. 





¢ 
In a letter to the ICC, the same committee stated: 


We feel that a practice consistently followed for more 
‘han 50 years and which affects a significant segment of 
the railroads’ properties and oeprations should not be 
changed unless and until it has been found to be clearly 
erroneous by a convincing preponderance of evidence. 
We believe that no sufficient reasons have been 
presented to justify a change in this accounting 
method with its resultant tremendous upheaval in the 
fields of féderal, state and local taxes, its substantially 
increaséd costs of accounting and no proposals for the 
-protection of both investors and shippers in the 
transition. The present accounting method has 
withstood the test of several decades of use without 
demonstrated proof of harm to any parties, It is now 
impractical, if nét impossible in view of the economic 
and taxation changes which have taken place during 
that time to reconstruct the accounts in such a way that 
all parties will be treated equitable ® 


The: propénents of betterment accounting frequently 
assert that betterment accounting is justified because 
the railroad industry is mature and has had a relatively 
stable physical quantity of track structures. Under these 
conditions, as long as the railroads have a continuing 
program that replaces worn-out track facilities on a 
pro-rata basis each period, the financial results reported 
using betterment accounting would not be significantly 
different from the results using depreciation account- 
ing? 


Proponents also point out that during periods of rising 
prices betterment accounting results in greater charges 
to operating expense than does depreciation account- 
ing, thereby providing a more conservatively stated 
statement of income (analogous to the use of LIFO). 


Views of Those Who Oppose Betterment Accounting 


Those who oppose betterment accounting argue that, 
under the present environment in which railroads 
operate, hetterment accounting cannot in many cases 
report economic realities. Consummated and proposed 

_abandonments of track structure point out that a 
relatively stable physical quantity of track structure is no 
longer present or desirable, and the large amounts of 
deferred maintenance being reported, together with 
observed deterioration of track structures in many parts 
of the country, indicate that a continuing level of normal 
maintenance has not occurred. '° 


Opponents of betterment accounting argue that the 
railroad industry is the only industry employing 
betterment accounting (and then only for track 
structure) and it is not well understood by financial 
statement readers. Also, betterment accounting does 
not directly measure the cost of consuming physical 
assets (i.e. track.structure) and thus misstates the cost 





of doing business. A charge for capital consumption will 
only concur if replacements are made, which, even if 
made, may not correspond to the economic 
consumption of the track structure. And it is argued 
that under betterment accounting the utilization of 
property that is never replaced is not recognized as a 
cost of doing business until it is retired’ which, as a 
result of the rate making process, may not allow for the 
recovery of the cost of the track structure. 


Some who oppose betterment accounting believe it 
may create an incentive towards the deferral of 
necessary maintenance in order to achieve’ higher 
earnings. In its April 30, 1976 petition of the ICC to 
institute a rulemaking proceeding on betterment 
accounting, the Department of Transportation wrote: 


The issue of betterment versus depreciation accounting 
is important to those who are interested in the integrity 
of railroad financial statements and accounting 
practices and to those who are interested in the 
influence that accounting policies have on the manner 
in which railroad managements make investment policy 
decisions for railroad track improvements and mainte- 
nance. Although no conclusive evidence exists that 
points to betterment accounting as the sole, or even the 
primary, culprit in the long history of neglect that has 
led-to the current deteriorated state of much of the 
nation’s rail system, DOT believes the Commission 
policies should not create any incentive for railroad 
management to allow deterioration of fixed assets. 


While railroad management may always, of course, 
choose to defer maintenance, there may, in a 
betterment accounting system, be an incentive for them 
to do so. Under betterment accounting, costs of 
maintenance are immediately subtracted from total 
revenues, thus suggesting that the firm is less profitable 
than it might otherwise appear. The end effect is that 
balance sheet asset and equity values may be presented 
inaccurately. To the degree that maintenance is 
deferred to inflate net income, such deferral contributes 
to the exhaustion of track facilities and aggravates 
already critical deferred maintenance problems. DOT 
recognizes, of course, that the other factors, 
particularly the simple non-availability of cash, may 
loom just as large in the decision to postpone 
investment in track facilities. 





8Letter from American institute of Certified Public 
Accountants Committee on Relations with the Interstate 
Commerce Commission to Mr. Owen Clarke, Chairman, 
Interstate Commerce Commission, December 31, 1957. 


°Arthur Andersen & Co., ‘Accounting and Reporting 
Problems of the Accounting Profession,’’ Fifth 
Edition— August 1965, page 147. 


ld. at 147-48. 


"Id. at 149. 
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The Commission invites commentators to develop or 
refute the above arguments and to present other 
relevant arguments for or against the retention of 
betterment accounting in filings with the Commission 
and for reporting to shareholders. The Commission 
would be particularly interested in receiving evidence 
that demonstrates whether, in today’s environment, the 
results under betterment and depreciation accounting 
are similar or not, and if not, the magnitude of the 
difference. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


April 28, 1977 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 13458/April 22, 1977 


In the Matter of 


PACIFIC STOCK EXCHANGE INCORPORATED 
618 South Spring Street 
Los Angeles, California 90014 


(SR-PSE-77-6) 
ORDER APPROVING PROPOSED RULE CHANGE 


On February 24, 1977, the Pacific Stock Exchange 
Incorporated (the ‘“‘PSE’’) filed with the Commission, 
pursuant to Section 19(b) of the Securities Exchange 
Act of 1934 (the ‘‘Act’’), as.amended by the Securities 
Acts Amendments of 1975, and Rule 19b-4 thereunder, 
copies of a proposed rule change which provides 
alternate capital requirements for PSE members who 
become registered with the Exchange as competing 
specialists. Under this amendment, a competing 
specialist must maintain at all times the greater of (1) 
$10,000 in cash or marketable securities for each 
security in which the member is so registered up to 
$100,000 or (2) an amount equal to 25% of the 
aggregate long and short market value of all positions in 
securities with respect to which such competing 
specialist is registered. 


Notice of the proposed rule change together with the 
terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 13317 (March 1, 
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1977)) and by publication in the Federa/ Register (42 FR 
13178 (March 9, 1977)). 


The Commission finds that the proposed rule change is 
consistent with the requirements of the act and the 
rules and regulations thereunder applicable to registered 
national securities exchanges, and in particular, the 
requirements of Section 6, and the rules and regulations 
thereunder. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change filed 
with the Commission on February 24, 1977, be, and it 
hereby is, approved. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13459/ April 22, 1977 


INVESTMENT COMPANY ACT OF 1940 
Release No. 9732/April 22, 1977 


INVESTMENT ADVISERS ACT OF 1940 
Release No. 582/April 22, 1977 


In the Matter of 


JESUP & LAMONT, Inc. 
25 Broadway 
New York, New York 10004 


(8-17651) 


FINDINGS AND ORDER IMPOSING REMEDIAL 
SANCTIONS 


In these administrative proceedings under the Invest- 
ment Company Act of 1940, the Investment Advisers 
Act of 1940 and the Securities Exchange Act of 1934,' 
Jesup & Lamont, Inc., without admitting or denying the 
allegations of the order for proceedings, has submitted 
an offer of settlement which the Commission has 
determined to accept. 


In its offer of settlement Jesup & Lamont, Inc. consents 
to a censure and undertakes to pay to a recipient to be 
designated by the Commission the sum of $40 000. 





'In the Matter of The Forum Corporation, et al. 





On the basis of the order for proceedings and the offer 
of settlement, it is found: 


‘, That Jesup & Lamont, Inc. willfully aided and 
abetted violations of Section 17(e) of the Investment 
Company Act of 1940; and 


2. That it is in the public interest to impose the sanction 
specified in the offer of settlement.2 


Accordingly, IT 1S ORDERED that: 


1. Jesup & Lamont, Inc. be and hereby is censured; 
and 


2. Jesup & Lamont, Inc. be, and is, required to do the 
acts it has undertaken to do in its offer of settlement. 


The Commission hereby designates The One Hundred 
Fund, Inc., 899 Logan Street, Denver, Colorado 80202 
as the recipient of the $40,000 payment undertaken to 
be paid by Jessup & Lamont, Inc. 


By the Commission 


George A Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13460/April 22, 1977 


In the Matter of 

GULF INVESTMENT BANKERS, INC. 
WILLIAM D. LAINHART 

THOMAS D. SULLIVAN 

(8-20152) 


FINDINGS AND ORDER IMPOSING REMEDIAL 
SANCTIONS 


In these broker-dealer proceedings under the Securities 
Exchange Act of 1934! (“Exchange Act’’), Gulf 
Investment Bankers, Inc. (‘Registrant’), William D. 
Lainhart (‘‘Lainhart’’), and Thomas D. Sullivan 
(“Sullivan”) have submitted an offer of settlement, 
without admitting or denying the allegations contained 
in the Order for Public Proceedings which the 
Commission has determined to accept. 


On the basis of the Order for Public Proceedings and the 
Offer of Settlement, it is found that: 


(1) The Registrant had associated with a person who, 
prior to becoming so associated, was permanently 
enjoined from an action, conduct or practice specified 
in Section 15(b)(4)(C) of the Exchange Act. 


(2) Lainhart and Sullivan each had been enjoined from 
an act, conduct or practice specified in Section 
15(b)(4)(C) of the Exchange Act. 


It is, therefore, in the public interest to impose remedial 
sanctions specified in the Offer of Settlement: 


Accordingly, IT IS ORDERED that: 


(1) Registrant, Lainhart and Sullivan shall restrict all 
transactions in which they act as either a broker or 
dealer in municipal securities or any other securities to 
such securities as have a minimum rating of “‘baa”’ or 
better, except for a limited number of transactions 
involving the sale of nonrated securities to financial 
institutions located in the same geographic area 
(defined as not to exceed 100 miles from the issuer) as 
the issuer of such securities; 


(2) Registrant, Lainhart and Sullivan shall restrict their 
transactions in which they act as either a broker or 
dealer in municipal securities or any other securities to 
financial institutions and other brokers or dealers; 


(3) Registrant, Lainhar. and Sullivan shall not directly 
or indirectly act as an underwriter or participate in any 
underwriting of any municipal securities or any other 
securities; 


(4) Registrant, Lainhart and Sullivan shall clear all 
transactions in which they act as either a broker or 
dealer in municipal securities or any other securities 
through a financial institution whose deposits are 
insured by the Federal Deposit Insurance Corporation; 


(5) Registrant, Lainhart and Sullivan shall receive only 
the profits, including commissions, dealer concessions 
and mark-ups, resulting from transactions in which they 
act as either a broker or dealer in municipa! securities or 
any other securities and shall recéive, dispose and/or 
forward all funds anc securities only through such 
financial institution as described in paraaraph (4) above; 


(6) Provided, however, that Registrant, Lainhart and 
Sullivan may after two years apply to the Commission 
to remove the sanctions imposed by paragraphs (1) 
through (5); 





?The findings herein are not binding on any other 
respondent named in these proceedings. 


'Instituted in the rnatter of Gulf Investment Bankers, 
Inc. on December 16, 1976 
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(7) For a period of two years, Registrant, Lainhart and 
Sullivan shall inform present customers and future 
customers of the existence and nature of these 
proceedings, sanctions and prior injunctions and journal 
entry; 


(8) Registrant, Lainhart and Sullivan shall monthly file 
financial statements as required by Rule 17a-11 [17 
C.F.R. 240.17a-11] on Form X-17A-5 for a period of two 
years and thereafter only as required by the applicable 
rules and regulations; 


(9) The net capital, as defined by Rule 15c3-1 [17 
C.F.R. 240.15c3-1] of Registrant on February 1, 1977, 
shall be increased by a minimum of $25,000 on or before 
within thirty (30) days from the date hereof; 


(10) Lainhart shall be suspended from being associated 
with any broker or dealer for a period of 90 days 
commencing May 1, 1977; 

(11) Registrant is hereby censured. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES eXCHANGE ACT OF 1934 
Release No. 13461/April 22, 1977 


(File No. S7-690— Comment Period Expires 5-30-77) 
FOCUS REPORTING SYSTEM 


Requirements for Financial Reporting 


AGENCY: Securities and Exchange Commission 


ACTION: Proposed Amendments to Form. 


SUMMARY: These amendments would update and 
ciarify the financial reports presently required to be filed 
by brokers and dealers. The amendments would aiso 
provide guideline schedules to assist registrants in the 
preparation of these reports. 


DATES: Comments on or before: May 30, 1977. 
ADDRESSES: Written comments, submitted in tripli- 
cate, should be addressed to the Secretary, Securities 
and Exchange Commission, Washington, D.C. 20549. 
FOR FURTHER INFORMATION CONTACT: 


Daniel J. Piliero II, Associate Director, 
Division of Market Regulation, Securities and Exchange 
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Commission, Washington D.C. 20549 
(202/755-1390). 


SUPPLEMENTARY INFORMATION: 


The securities and Exchange Commission today 
announced proposed amendments to Part |, Part Il and 
Part IIA of Form X-17A-5 (8249.617), a financial and 
operational combined uniform single report under the 
Securities Exchange Act of 1934. The proposed 
amendments are intended to revise the form in 
accordance with amendments to the Commission's 
financial responsibility rules, and to clarify certain line 
items and instructions. The Commission also announced 
the proposal of guidelines for use in the preparation of 
reports on Form X-17A-5 (8249.617), the proposal of a 
facing page for the annual audited report, and the 
republication of the annual Consolidation and Diversifi- 
cation Schedule. 


INTRODUCTION 


On December 17, 1975 the Commission adopted Form 
X-17A-5 (§249.617), the Financial and Operational 
Combined Uniform Single (‘FOCUS’) Report, to 
become effective on January 1, 1976.' Part | of Form 
X-17A-5 (8249.617) consists of 26 categories of key 
indicators designed to provide a comprehensive yet 
concise report of a broker’s or dealer’s financial and 
operational condition on a monthly basis. The form is 
structured so as to facilitate a trend analysis of these 
indicators over a calendar year period. Part Il of Form 
X-17A-5 (8249.617) is a general purpose financial and 
operational report designed to obtain essential 
regulatory information on a quarterly basis and to 
devleop financial statements in a format consistent with 
generally accepted accounting principles. Part IIA is an 
abbreviated version of Part || which is filed on a 
quarterly basis by brokers and dealers which neither 
clear transactions nor carry customer accounts. 


In the adopting release, the Commission stated its 
intention to periodically review the FOCUS Report’... 
in order to continue modifying and updating the 
financial and operational reporting systems to keep 
pace with the changing securities industry.’’? In 
Securities Exchange Act Release No. 13100,° the 
Commission noted that the recommendations of a work 
group comprised of representatives of the self- 





‘Securities Exchange Act Release No. 11935, December 
17, 1975; 40 FR 59706, December 30, 1976. 


2id., at 6. 
3Securities Exchange Act Release No. 13100, December 


22, 1976; 42 FR 782, January 4, 1977. (Hereinafter cited 
as ‘‘Release No. 13100.’’) 





regulatory organizations with respect to proposed 
amendments to Form X-17A-5 (8249.617) would be 
yublished for comment in early 1977.4 The public 
,omment letters submitted, the work group’s recom- 
mendations and the Commission’s experience to date 
have indicated that technical modifications to the 
present format of Form X-17A-5 (8249.617) would be 
appropriate. 


Proposed Amendment of Part | of Form X-17A-5 
[8249.67 7) 


The projposed amendments discussed below are 
clescribeci categorically in the order in which the 
particular line item appears on the proposed amended 
version of Part 1.5 In addition to the proposed 
amendments to individual line items and instructions, 
four blank: lines would be placed at the end of the form 
to be utilized for reporting special information when 
requested by the Commission or the designated 
examining authority, and the overall language of line 
items and instructions would be clarified. 


1) Equity Markets [/tem 2) 


The instructions concerning the average number of 
markets made in equity securities would be clarified by 
including «\ specific reference to 8240.15c3-1(a)(4). 


2) Aged Fails [/tern 4) 


The instruction would be amended to require the 
entering of ledger balances of fails to receive and fails to 
deliver aged eleven business days or more following 
settlement date (twenty-one business days or more 
following settlement date for municipal securities). The 
time periods would be revised in accordance with 
amended 8240. 15c%3-1(c)(2) (ix). 


3) 715c3-3 Reserve {/tem 7) 


Item 7(c) would be amended to require the entry of the 
date on which a deposit was made if such deposit was 
required to be made pursuant to 8240.15c3-3(e). 


4) Total Equity Subordination [/tem 16) 


A new item would be added to require the entry of the 
total amount of approved subordination agreements 
which are outstanding at the report date and which are 
considered equity c:apital pursuant to §240.15c3-1(d). 


5) Unconsolidated ncome/Expense [/tem 17) 


This item would cornbine the items presently appearing 
under the captions ‘‘Unconsolidated Income/Expense”’ 
(Item 16) and “Trading and Investment Account Gains 
(or Losses)” (Item 17). 


6) Deductions/Charges to Capital [/tem 27) 


Operational charges and potential charges to capital, 
which are presently designated Items 25(a) and (b), 
would be redesignated Items 21(a) and (b). 


7) Total Haircuts (/tem 22] 


This requirement, which is presently designated as Item 
21, would be redesignated as Item 22. 


8) A//Reserve Formula Debits [Item 24] 


Items 22(a) and (b) would redesignated as Items 24(a) 
and (b). 


9) Minimum Capital Requirement [/tem 25] 


Item 2(c), requiring the entry of the dollar amount of the 
highest minimum net capital requirement to which the 
firm is subject, would be redisignated as Item 25(a). 


A new Item 25(b) would be added to require the entry of 
the amount of minimum net capital required to support 
aggregate indebtedness or aggregate debit items (as 
appropriate), if such amount is greater than the 
minimum capital requirement reported in Item 25(a. 


10) Ratio and Excess Net Capital (/iem 26) 


Item 24(a), requiring the entry of the ratio of aggregate 
indebtedness to net capital, would be redesignated as 
Item 26(a). A new line item would be added as Item 
26(b) to require the entry of the ratio of net capital to 
aggregate debit items when the alternative method is 
used. Items 24(b)(1) and (2), requiring the entry of the 
amount of excess net capital, would be redesignated 
Items 26(c) and (d). A new requirement would be added 
as Item 26(e), to record the ratio of certain options 
deductions to net capital. 


11) Scheduled Capital Withdrawals Within 6 Months 
[/tem 27] 


Item 25(c) would be redesignated as Item 27. 


12) Filing Period with Respect to Part | of Form 
X-17A-5 (8 249.617) 


In Release No. 13100, the Commission stated its 
determination that all brokers and dealers other than 





4id., n. 8. 


‘The text of proposed amended Part | and 
accompanying instructions are attached hereto as 
Appendix A. Copies of such form and instructions are 
available for public inspection. 
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those specifically granted extensions of time pursuant 
to § 240.17a-5(1)(3), should file the report on Part | 
within 10 business days after the end of each month, 
commencing with the report filed for the month of 
April, 1977. The Commission also indicated that it 
would consider requests from individual brokers and 
dealers for extensions of this filing requirement. 
Brokers and dealers which have submitted such a re- 
quest were granted an extension up to and including 
the report filed for the month of June 1977.° These 
brokers and dealers will be required to file estimated 
data within 10 business days and final data as soon as 
possible but no later than 17 business days, for all 
reports on Part | of Form X-17A-5 (8 249.617), 
commencing with the report filed for the month of 
July, 1977 up to and including December, 1977. 


This optional procedure is intended to provide an 
interim period during which brokers and dealers may 
adjust their accounting systems and develop work 
plans which are designed to comply with the filing 
periods specified in § 240.17a-5(a). At the close of this 
interim period, all such brokers and dealers will be 
required to file Part | within 10 business days after the 
end of the month. Those brokers and dealers which 
have received an extension through June, 1977 and 
which do not wish to avail themselves of this optional 
procedure, will be required to file Part | within 10 
business days commencing with the report filed for the 
month of July, 1977. 


Those brokers and dealers which have not filed an 
extension request as specified in Release No. 13100 
will be expected to comply with the 10 business day 
filing period commencing with the report filed for the 
month of April, 1977. 


Proposed Amendment of Part Il of Form X-17A-5 
[8249.617) 


The proposed amendments discussed below are 
described in the order in which the particular statement 
or schedule appears in Part Il. In addition to the 
proposed amendments of particular statements and 
schedules, the facing page would be revised to require 
an indication of the purpose for which the report is 
being filed. 








SThis procedure applies only to those brokers and 
dealers which are subject to the New York Stock 
Exchange plan filed pursuant to paragraph (a)(4) of 8 
240.17a-5. 


amended Part Il is attached 
Copies are available for public 


7The text of proposed 
hereto as Appendix B. 
inspection. 
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1) 
IM 


Computation of Net Capital [page 5 and 6 of Part 


A new subcategory G is proposed to be added under 
Item 6 to record option deductions and/or charges 
pursuant to §240.15c3-1. A new subcategory H would 
be added under Item 6 to record the total amount of 
deductions and/or charges entered under that Item. 


Several items would be added to the net capital 
section in order to provide readily accessible iinforma- 
tion in key categories. These items include a new Line 
21 to record the percentage of aggregate indebtedness 
to net capital after anticipated capital withdrawal, and,, 
under the alternative, a new Line 26 to record thie 
percentage of net capital to aggregate debits andi a 
new Line 27 to record the percentage of net capital 
after anticipated withdrawals to aggregate debits. 


A new Part C, captioned ‘‘Other Ratios’’, vwould be 
added. This section would contain present Line 21 
(which would be redesignated Line 29), the percrantage 
of debt to debt-equity total computed in accordance 
with 8240.15c3-1(d), and a new Line 30 to record the 
ratio of options deductions to net capital. 


2) Computation for Determination of Reserve Re- 
quirements for Broker-Dealers Under Rule 15c3-3 
[page 8 of Part II 


An additional line would be placed under ‘ihe caption 
“Credit Balances” to permit the entry and description 
of credits other than those specifically described. Line 
22 (Amount held on deposit in ‘Reserve Bank 
Account(s)’’) and Line 24 [New amount in Reserve 
Bank Account(s) after adding deposit or subracting 
withdrawal] would be amended to include the dollar 
value of qualified securities. 


3) /nformation for Possession of Control Require- 
ments Under Rule 15c3-3 [page 9 of Part If 


A new note D is proposed to be addeci to specify that 
Item 2, requiring the entry of the market value and 
number of items of customers’ fully ipaid and excess 
margin securities for which instructions to reduce to 
possession or control had not been issued as of the’ 
report date, must be responded to omly as part of the 
report which is prepared as of the dat:e selected for the 
annual audit of financial statements. This information 
would be filed within 60 calendar days after the date of 
the report, rather than within the 17 business day filing 
period applicable to the remainder of the report. 


A new Item 3 would be added to require the broker or 
dealer to make a representation, or: a quarterly basis, 
that the system and procedures utilized in complying 
with the possession or control requirements of 





§240.15c3-3 have been tested and are functioning in a 
manner adequate to fulfill such requirements.® 


4) Ownership Equity and Subordinated Liabilities 
Maturing or Proposed to be Withdrawn Within the 
Next Six Months (page 10 of Part II 


Two additional lines would be provided to permit the 
reporting of more data. The instruction which appears 
on this schedule would be revised to require the 
reporting of payments of liabilities secured by fixed 
assets which could be required by the lender on 
demand or in less than six months. 


5) Ownership Equity and Subordinated Liabilities 
Maturing or Proposed to be Withdrawn Within the 
Next Six Months/Recap [page 11 of Part I/) 


The caption of Line 3 would be changed from 
“Accruals” to “Other Anticipated Withdrawals’’ and 
subcategories 3(B) (‘‘Partners’ Drawing Accounts”), 
3(C) (‘Taxes’), and 3(D) (‘Interest on Capital’’) would 
be deleted. 


6) Financial and Operational Data (page 12 of Part IN 


Line 16 (“failed to deliver’) and Line 17 (‘failed to 
receive’) would be amended from 15 business days to 
11 business days and a 21 business day requirement 
would be added for municipal securities. These re- 
visions would be made to reflect the provisions of 
amended §240.15c3-1(c)(2)(ix). 


Proposed Amendment of Part IIA of Form X-17A-5 
[8249.617)° 


The proposed amendments discussed below are dis- 
cussed in the order in which the particular statement or 
schedule appears in Part IIA. In addition to the pro- 
posed amendments of particular statements and 
schedules, the facing page would be revised to require 
an indication of the purpose for which the report is 
being filed. 


1) Computation of Net Capital [page 3 of Part IIA) 





®This representation is only part of the structure for 
insuring compliance with the possession or control 
requirements of 8240.15c3-3. For a description of the 
other components of this structure, see Release No. 
13100, notes 10 and 11 and accompanying text. 


°The text of proposed amended Part IIA is attached 
hereto as Appendix C. Copies are available for public 
inspection. 





A new subcategory E is proposed to be added under 
Item 6 to record option deductions and/or charges 
pursuant to 8240.15c3-1. 


2) Ownership Equity and Subordinated Liabilities 
Maturing or Proposed to be Withdrawn Within the 
Next Six Months |page 7 of Part IiA| 


The instruction which appears on this schedule would 
be revised to require the reporting of payments of 
liabilities secured by fixed assets which could be 
required by the lender on demand or in less than six 
months. 


Proposed Supplemental Schedules and Guidelines 


Paragraph (a)(2)(iv) of §240.17a-5 provides that the 
Commission or the designated examining authority 
may require a broker or dealer to file financial or 
operational information, in addition to a report on Part 
ll or Part IIA, upon receiving written notice from the 
Commission or the designated examining authority. 
The intent of this provision is to provide a means by 
which the Commission and the self-regulators may 
obtain more detailed information than is normally 
required when it appears that a broker or dealer may 
be experiencing difficulty in a particular area. 


The supplemental schedules which are proposed 
herein” are intended to indicate the type and format of 
information which would be required in many 
instances pursuant to the exception reporting provision 
of §240.17a-5(a)(2)(iv), but are not intended to limit the 
authority of the Commission or the designated 
examining authority to require other information. The 
proposed schedules, which may also be utilized as 
guidelines in the preparation of quarterly reports on 
Part Il or Part IIA of Form X-17A-5 (8249.617), are as 
follows: 


1. Cash segregated in compliance with Federal and 
other regulations. 


2. Aged securities failed to deliver. 
3. Receivables from customers. 


4. Receivables from non-customers. 





The text of the proposed supplemental schedules, 
which are designated ‘‘FOCUS Forms 1-27,” is 
attached hereto in Appendix D. Also attached in 
Appendix D are instructions indicating the conditions 
under which these schedules are likely to be requested. 
Copies are available for public inspection. 
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5. Additional capital charges on customers’ and non- 
customers’ accounts. 


6. Regulated com 
equity. 


modity accounts liquidating to an 


7. Future commodities contracts and spot (cash 
commodities — propnelary accounts. 


mm 


n based on 8240.15c3-1. 


9. Securities owned and other 


readily marke 
Ohter 
Payable 


tq ciictor 
tO CUuStO 


13. Accounts 
expenses. 


and accrued 


tes—capital deficienc 


nar s Eq ul ity Of 
hiwconialeeise d 


Capital— other 


uirements of 8240.15 


detaiis. 


22: s— details. 
23. 


\CC pondents anc 
similar it 


Withdra 


é hedule 
of All Sut 


cnr _ 
of Gross Reven 


Owned Affili 


investments — not 


liabilities and 


deductions 


of Consolidation and Diversification 
eat 


in Release No. 13100, the Commission proposed for 
comment three schedules which are designed to 
integrate the data previously reported on Form 
X-17A-10 (8249.618) into the existing structure of Form 
X-17A-5 (8249.617). Schedule II (“Schedule of Gross 
Revenue of All Subsidiaries and Partly Owned 
Affiliates’) as proposed would require a listing of 
annual gross revenues by major categories of ali 
jajority owned and partially owned subsidiaries and 

of the broker-dealer filing Form X-17A-5 


ther consideration, the Commission has 
at Schedule Il as proposed would not 
| the data necessary, and therefore is 
awing  poneaee Schedule Il. In place of the 

awn schedule the Commission is proposing 
dule IIA of Form X-17A-5 (8249.617), designated 
Consolidation and Diversification Schedule.’™ 
le IA would require a listing of revenue and 

. items, net income and certain balance sheet 
both a consolidated and unconsolidated 


hi 
na 
of 


Ea 


‘acing Page for the Annual Audited Re- 


“ 


amended 8240.17a-5, the Commission 
detailed format of the “‘Answers to 
tionaire’’ in favor of general purpose 
ments prepared in accordance with 
spted accounting principles and designed 

the specific audit objectives. Experience has 
at the processing of the annual audited 
id be greatly facilitated it the identification 
were submitted in a consistent format. The 
therefor proposes a facing page to be 
onjunction with the annual audited report. 

e would require basic identification 

the name and address of the 

ind of the accountant whose opinion is 





the ificant differences between 


d Schedule liA, the Commission has 

1 to publish the latter for comment, rather 

ing it immediately. The text of proposed 

iA is attached hereto as Appendix F. Copies 
for public inspection 


yf the proposed facing page is attached 
s Appendix E. Copies are avaiiable for public 





Statutory Basis 


The proposed amendments to 8249.617 described 
herein would be adopted pursuant to 8817 and 23 of 
the Securities Exchange Act of 1934 (15 U.S.C. 887 

78w). 


Request for Comments 


The Commission encourages comments on the 
amendments proposed herein and 





welcomes sug 
gestions as to further modifications which may 
increase the effectiveness of Form X-17A-5 and the 


FOCUS reporting system. 








Interested persons should submit written co 
triplicate on or 


nents in 
such 


George A. 
Fitzsimmons, Secretary, Securiti and Exchange 
Commission, 500 North Capitol St 


before May 19 


All 







Vashington, 
D.C. 20549. Comments should refer File No. S7-690 
and will be available for public inspection. 
By the Commission. 
Geor t } ons 
Secr 
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APPENDIX A 
PROPOSED AMENDED PART | OF 
FORM X-17A-5 


FORM FOCUS REPORT 
X-17A-5 


(Financial and Operational Combined Uniform Single Report) 


PART | 


(Please read instructions before preparing Form.) 

















NAME OF BROKER-DEALER AS OF (Month/Day/Yea:) 








ADDRESS OF PRINCIPAL PLACE OF BUSINESS 








INSTRUCTIONS 


- Total Tickets—Enter the total number of buy and sell tickets executed as agent and/or principal. For agency transactions, 
count both ee pe customer side as one i Multiple i at the same price which result in one con- 
firmation should be counted as one transaction. in the case of principal transactions dealer-to-dealer and retail transactions 
are counted separately. Firms carrying public customer accounts for other broker-dealers on a fully disclosed basis are 
to include transactions emanating from those ang in their total ticket count. Firms which introduce accounts on a 
fully disclosed basis should include troduced in their ticket count. Exclude from total ticket counts 
transactions exccuted on behalf of monthly pects plans and those filled on a subscription basis wherein payment is 
made directly to an underwriter, sponsor or other distributor who in turn delivers the security purchased directly to the 

iber. This item ponds to the same item number on Part Il. 











Equity Markets— 

a) Enter the total number of equity securities in which a market is made on NASDAQ based on the average number of such 
markets made during the 30 days immediately preceding the report date pursuant to Rule 15c-1 (a)(4). 

b) Enter the total number of other equity securities in which a market is made based on the average number of such markets 

made during the 30 days immediately preceding the report date pursuant to Rule 15c3=1 (a)(4). 

Total Falis— 

8) Report total contract value of all falls to deliver. If records are maintained on a trade date basis, enter here the total 
amount of all broker-dealer receivables. This item corresponds to the same number on Part Il. 


Report total contract value of all fails to receive. If records are maintained on a trade date basis, enter here the total 
amount of ail broker-dealer payabdies. This item is equal to the sum of item 1490 and 1500 on Part II. 


b) 


. Aged Fails—Enter the ledger balances of a) fail to deliver and b) fail to receive aged eleven (11) business days or more (21 
business days or more for municipal securities) following settlement date. 
Clearing Agency Balances— 


a) Report total dollar amount due from clearing agencies on current short positions at current prices as per the clearing 
agency. 
b) 


Report total dollar amount due to clearing agencies on current long positions at current prices as per the clbaring agency. 





Unrestricted Cash—Report all cash on hand and cash in banks subject to i net of fts. This would 
exclude cash segreg in with federal or state securities or commodities law. 





153-3 Reserve— 

a) Enter dollar amount of cash and/or qualified securities carried in banks pursuant to subparagraph own or (k)(2)(A) under 
Rule 15¢3-3 as of the month end computation date. This item corresponds to the same item in Part 

Enter the amount required to be maintained in the “Reserve Bank Account” pursuant to the ais end computation. 

Should the computation result in excess debits this figure should be reported and enclosed in brackets. if exempt from 

the provisions of Rule 15c3-3, note the exemptive provision claimed, i.e. (k)(1), (k)(2)(A), (k)(2)(B) or (k)(3). 

Indicate the date on which the deposit was made if such deposit was required pursuant to paragraph (e) of Rule 15c3-3. 


Customer Accounts 


a) Report total amount of secured debits In customer accounts as of month enu reporting date. This Item corresponds to the 
same item number on Part I! 


b) Enter total amount of all customers’ free and other credit balances as delined in Ruie 15c3-3 subparagraphs (a)(8) and 
(a)(9). 


b) 


c) 


Inventory Positions— 

a) Report at market value all long positions carried in the proprietary accounts of the firm as of the current month end 
feporting period, i.e. trading and investment accounts, accounts covered by and 
other proprietary accounts. Do not include qualified securities held in banks pursuant to Rule 15¢3-3 (e)(1) or secured 
demand note collateral. 

Report at market value afi short positions carried in the proprietary accounts of the firm as of the current month end 
feporting period. This item corresponds to the same item number on Part {I and IIA. 





b) 


. Securities Borrowed—Enter the total market vaiue of all ities b d from and 
broker-dealers and financial and non-financial institutions. 





g other 


Allowable Assele—Enter the sum total of all assots exclusive of those classified under Rule 15c3-1 subparagraph (c)(2)(v) 
and {c)(2)(vii) as assets not roadily convertible to cash This item corresponds to the same item number on Part I! and iA 


90/SEC-DOCKET 








12. Deficits in Unsecured and Partly Secured Accounts—Enter the sum of customer and non-customer account balances which (1) 
in tho case of partly sccurod accounts, is that amount which liquidatcs to a deficit and (2) in the case of unsecured 
accounts, includes ail debit and/or short securily position balances and liquidating deficits in future commodity 
counts after application of calls for margins, marks to market or other required deposits wt are ou ndir 
business days or less. Disregard deficits in cash accounts dofined in 12 C.F.R. 220.4(c) of Regulation T u 
tities Exchango Act of 1934 for which not more than one extension respecting a specified securities transaction has been 
requested and granted. 








13. Unsecured Loans and Advances—Report total dollar amount of all unsecured loans and advances owed to the firm by any offic 
director or general partner of the broker-dealer, the beneficial owner of 5 percent or more of any class of 
ties of the broker-dealer, or a limited partner with a participation of 5 percent or more in the net assets or 
the broker-dealer. 
14. Subordi d Loan Agr {As Defined in Appendix D, Rule 15c3—1) 
a) Enter the total amount of cash obtained pursuant to sudordinated loan agreements. This item correspond 
item number on Part I! and iA. 
b) Record the ledger value as of contribution date of all securities obtained pursuant to subordination agreements 
> c) State the current repayment vaiue of all securities obtained pursuant to subordination agreements 
Secured Demand Notes—({As Defined in Appendix D, Rule 15c3-1) 
a) Enter tne sum total of tne face/principal amount of all secured demand notes. 
b) Record the capital value of all secured demand notes, i.e. the market value of al! securitie 
secured demand notes after tne application of tne haircut deductions as specified in suoparagrapn {| 


Oparag 








net prof 








- 
uw 





16. Total Equily Subordination—Record the total amount of approved subordination agreements currently outstanding which are 
2 considered equity capital pursuant to paragraph (d) of Rule 15c3-* 
17. Unconsolidated Income/Expense 
a) Enter the net of realized and unrealized gains (or losses) in all trading, investment and other proprietary accounts for 


the current reporting month. Losses should be recorded in brackets. 
b) Report unconsolidated gross income for the current reporting month exclusive of realized or unrealized gains (or losses) 
reported under Item 17a above. 


c) Enter the total unconsolidated expenses for the current reporting month. Provision for federa 
be included in this amount. 


income taxes should not 


_ 


8. Ownership Equity/Partnership Capital 

a) Enter the sum of all additions to the owners’ equity or partnership capital during the current reporting month 

b) E:nter the sum of all withdrawals and/or reductions to owners’ equity or partnership 
month. 


Note: Do not include net income (or loss) in items 18(a) and (b) respectively. Both Items a 
Part. Il and 1A. 


capital during the current reporting 
and b have corresponding items on 


19. Debt-Equity Total—Enter debt-equity amount, i.e. the sum of owner’s equity or partnership capita! and subordinat 
under Appendix D to Rule 15¢c3—-1 by a designated examining authority. This item corresponds to the same item 
Part Ii and tA. 






20. Current (Working) Capital—E€nter current or working capital, ie. Debt-Equity Total above, less assets not readily 
into cash (non-aliowable assets as reported under item 740 of Part Ii or IIA). 
21. Deductions/Charges to Capital 
a) Record ali deductions and/or operational charges to capital specified by Rule 15c3-1 other than ha as - 
under item 22 below. This item corresponds to the same item number on Part Il and IIA 
b) Include short security differences unresolvec for less than seven (7) business days. 





net al pursuant 









22, Totul Haircuts—Report the sum of all haircu.s applied in the computation of 
(¢)(2) (viii) and Appendix A of Rule 15¢3=1 adjusted where applicable b ions of Fi 
Native computation is used. This item corresponds to the same item number on Part || and IIA 





23. Net Capital—Enter Net Capital as of the end of the reporting period computed pursuant to Rule 1S5c3-1. This item 
sponds to the same item number on Part li and IIA. 
24. Al/Reserve Formula Debits— 
a) Report the total value of all aggregate indebtedness items, i.e., the total monsy liabilities of the firm exclusive of items 
(i) through (xiil) under subparagraph (c)(1) of Rule 15¢3=1, or, 
'o) If the alternative method is used, report the total of all debit items computed in accordance with the 
Rule 15c3-3. Do not reduce the aggregate debits by the 3% adjustment specified uncer Rule 1 
Not; Corresponds with items on Part !! and IIA as applicable. 


25. Capital Requi 
8) Record the dollar amount of minimum net capital required pursuant to Rule 15c3-1, i.e 
amount should not reflect minimum net capital required to support aggregate indebtedness or aggregate 
b) Record the amount of minimum net capital required to support aggregate indebtedness or aggregate 
Formula if such amount is greater than that reported in 25a above. 











$50,000, or $100,00% 


$100,000 





s from the Reserve Formu 





om the Reserve 





. 2%. Ratio and Excess Net Capital 
&@) Record the ratio of aggregate indebtedness to net capital, if applicable. !f not, complete 26b. 
b) Record the ratio of net capital to the aggregate debit items in the Reserve Formula, if the alternative comp 





c) Enter the amount of net capital in excess of the greater of: 633 percent of aggregate indebtedness or the 
i . If not pl 26d. 





d) Enter the amount of net capital in excess of the greater of 4 percent of the aggregate debit items in the Formula 
minimum net capital requirement, if the alternative computation is used. 
- @) Record the ratio of the total deductions under subparagraph (a)(6), (a)(7) and (c)(2\(x) of Rule iSc3-1 to net capital as 
the reporting date. 
27. Scheduled Capital Withdrawals Within 6 Months—The amount included herein shall include, but not be limited to, all obliga 
tions to repay,.in whole or in part, within the six months subsequent to the reporting date, any F n 


defined in Appendix (D) to Rule 15c3-1. Also to be included are those ms defined in the instruc 
capital withdrawals in Part li or Part IIA. This item corresponds to the same item number on Part 
28. $ ies ¢ i 
a) Report the aggregate markot value of all securities positions which are subject to undue concentr 
fied in subparagraphs (c)(2){vi)('4) or (f)(3){lii) of Rule 1S¢3-1. 
b) Report the aggregate market value of specific securities, other than exempted securities, which exceed 15 per 
value of all securities which coliateralize al! margin reccivabies pursuant to Note B.(1) to Exhibit A of Rule 15c3-3, 
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FOR MONTH ENDS 19__ SEC FILE NO. 
(IN THOUSANDS—$000's OMITTED) 
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NAME OF BROKER-DEALER 





NAME AND TELEPHONE NO. OF PERSON COMPLETING THIS RCPORT 
























ails 
a. To Deliver 


a. To Deliver 


To 


a. Due from 
b. Due to 





a. Account Balance 
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8. Secured Debits 


eeefel (Fe) (elele) (allel 2) ls lel 
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Gains or Losses 
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Reserve Formula 





. Basic Minimum 


fa) [sl 

















3850 . AL/NC Ratio (%) or 26b 
ated 
3851 
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3770 greater of 624% of 

Al or minimum: or 26d 
3910 the greater of 4% of 

ADI: or minimum 
3852 e. 
4699 Within 6 Mos. 
$370 Accounts 
5374 Accounts 
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SEC FILE NO. FOR MONTH ENDS 19__ 
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APPENDIX B 
PROPOSED AMENDED PART II OF 
FORM X-17A-5 


FOCUS REPORT 
FORM (Financial and Operational Combined Uniform 
X-17A-5 Single Report) 


Bart ott Part ITA 
This report is being filed pursuant to: 1) Rule 17a-5(a) 
2) Rule 17a-5(b) 3) Rule 17a-11 
4) Special request by designated examining authority 
5) Other 











or 


ss of Princ 1 ceo or 
(Do Not Use P.O. Box No.) (MM/DD/YY) 


And Ending 
(MM/DD/YY) 


City tate 





Name And Telephone Number Of Person To Contact In Regard To This Report: 


(Area Code - Telephone No) 
Name(s) Of Subsidiaries Or Afziliates Consolidated OFFICIAL USE 
In This Report: 




















Does Respondent Carry Its Own Customer Accounts? YES 





Check Here If Respondent Is Filing An Audited Report 





EXECUTION: 


The registrant/broker or dealer submitting this Form and its attachments and 
the person(s) by whom it is executed represent hereby that all information 
contained therein is true, correct and complete. It is understood that all 
required items, statements, and schedules are considered integral parts of 
this Form and that the submission of any amendment represents that all un- 
amended items, statements and schedules remain true, correct and complete as 
previously submitted. 


Dated the day of 19 
Manual signatures of: 





1) 





Principal Executive Officer or Managing Partner 


2) 





Principal Financial Officer or Partner 


3) 





Principal Operations Officer or Partner 





ATIENTION - Intentional misstatements or omissions 
of facts constitute Federal Criminal Violations. 








(See 18 U.S.C. 1001 and 15 U.S.C. 78:£(a)) 








FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT 
PART II 





as of 








COMPUTATION OF BASIC NET CAPITAL REQUIREMENT 

Part A 

11. Minimum net capital required (6-2/3% of line 19) 

12. Minimum dollar net capital requirement of reporting broker or 
dealer and minimum net capital requirement of subsidiaries 
computed in accordance with Note (A) .... 

13. Net capital requirement (greater of line ll or 12) 

14. Excess net capital (line 10 less 13) 

15. Excess Net Capital at 1000% (line 10 less the greater of 
eT ee ee er eee ee 


COMPUTATION OF AGGREGATE INDEBTEDNESS 
Total A.1l liabilities from Statement of Financial Condition 


A. Deafts for inmediate credit < .. «cee cee o § 
B. Market value of securities borrowed for which 
no equivalent value is paid or credited ....S$ 
C. Other unrecorded amounts (List) - § 
Deduct: Adjustment based on deposits in Special Reserve Bank 
Ascounts. (15e3—1 (c) (1) (VEZ)y . 2 we 
Total aggregate indebtedness 
Percentage of aggregate indebtedness to net capital 
(line: I8:- by Line 20)... «/« «% % ‘ 

. Percentage of Aggregate Indebtedness to Net Capital after 
anticipated capital withdrawals (line 19 = by line 10 
tess Item 4860 page 11) . . we wcrc rescence wesc taneves 

COMPUTATION OF ALTERNATE NET CAPITAL REQUIREMENT 

Part B 

22. 4% of combined aggregate debit items as shown in Formula for 
Reserve Requirements pursuant to Rule 15c3-3 prepared as of 
the date of the net capital computation including both 
brokers or dealers and consolidated subsidiaries' debits . 

23. Minimum dollar net capital requirement of reporting broker or 
dealer and minimum net capital requirement of subsidiaries 
computed in accordance with Note (A) . 

24. Net capital requirement (greater of line 22 or 23) . 

25. Excess net capital (line 10 less 24) . 

26. Percentage of Net Capital to Aggregate Debits (line 
10 = by line 18 page 8) 

27. Percentage of Net Capital, after- anticipated capital — 
withdrawals, to Aggregate Debits (line 10 less Item 
4880 page 11 = by line 18 page 8) ee Siete << 

28. Net capital in excess of the greater of 1% of "combined 
aggregate debit items or $100,000 ... 


OTHER RATIOS 
Part C 
29. Percentage of debt to debt-equity total computed in accordance 
with Rule 15c3-1 (d) a6 nian Beier kane oe 
30. Options deductions/Net Capital ratio (total deduct ions under 
15c3-1 (a)(6), (a)(7) and (c)(2)(x) + Net Capital). .... 


NOTES: 


(A) The minimum net capital requirement should be computed by adding the minimum 
dollar net capital requirement of the reporting broker dealer and, for each 
subsidiary to be consolidated, the greater of: 

1. Minimum dollar net capital requirement, or 

2. 6-2/3 of aggregate indebtedness or 4% of aggregate debits if alternative 
method is used. 

Do not deduct the value of securities borrowed under subordination agreements 

or secured demand notes covered by subodination agreements not in satisfactory 

form and the market values of membership in exchange contributed for use of 

company (contra to item 1740) and partners' securities which were included in 

non-allowable assets. 

For reports filed pursuant to paragraph (d) of Rule 17a-5, respondent shoul@ 

provide a list of material non-allowable assets. 
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FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT 
PART II 





! 


\ 
‘pNOKER OR DEALER 


as of 








Information for Possession or Control Requirements Under Rule 15c3-3 





State the market valuation and the number of items of: 

1. Customers' fully paid securities and excess margin secu- 
rities not in the respondent's possession or control as 
of the report date (for which instructions to reduce to 
possession or control had been issued as of the report 
date) but for which the required action was not taken by 
respondent within the time frames specified under Rule 
1563—3. NOCES Awana Bis cs «6 @ « (0! sos ieicen einer sjus 
A. Number of Items.... 

Customers' fully paid securities and excess margin secu- 
rities for which instructions to reduce to possession or 
control had not been issued as of the report date, 
excluding items arising from "temporary lags which result 
from normal business operations" as permitted under Rule 
BOCS~Ss\ (NOLES Ba Cranicel) 2: cs We isto! a) ole fo" "se lool eis ite) sulete 
A. ““Nimber Of Stems). 56S se bine Se eo Meee wee tes 














OMIT PENNIES 
The system and procedures utilized in complying with the 


requirement to maintain physical possession or control of 

customers' fully paid and excess margin securities have 

been tested and are functioning in a manner adequate to 

fulfill the requirements of Rule 15c3-3 ......... -YeS No 





Do not include in item one customers' fully’ paid and excess margin securities 
required by Rule 15c3-3 to be in possession or control but for which no action 
was required by the respondent as of the report date or required action was 
taken by respondent within the time frames specified under Rule 15c3-3. 

State separately in response to items one and two whether the securities 
reported in response thereto were subsequently reduced to possession or control 
by the respondent. ; 

Be sure to include in item two only items not arising from "temporary lags 
which result from normal business operations" as permitted in Rule 15c3-3. 

Item two must be responded to only with the report which is filed as of the 
date selected for the broker's or dealer's annual audit of financial state- 
ments, whether or not such date is the end of a calendar quarter. The response 
to item two should be filed within 60 calendar days after such date, rather 
than with the remainder of this report. This information may be required on 


a more frequent basis by the Commission or the designated examining authority 
in accordance with Rule 17a-5(a)(2)(iv). 
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FINANCIAL ANQ OPERATIONAL COMBINED UNIFORM SINGLE REPORT 
PART II 





BROKER OR DEALER 








FINANCIAL AND OPERATIONAL DATA 


Month end total number of stock record breaks 
unresolved over three business days: 


Valuat ion 





Re, Ca SOMME & <c, axa. oi tal ane eee (ewe .wl:ecwne 
Bs  beeaks short . . . «ss arate (a) ore 
Is the firm in compliance with Rule 172-13 
regarding periodic count and verification of 
securities positions and locations at least 
once in each calendar quarter? (Check One). ...... . Yes 
A. If response is negative attach explanation 

of steps being taken to comply with Rule 17a-13. 
Personnel employed at end of reporting period: 
A. ‘Income producing personel ... 0% cs cle wie we cae et eee ee 
B. Non-income producing ee COP GENEE). 2 «4 erate << @ Seta 6 
G.. TOGAr ss 4 cle = 6 
Actual number of tickets executed dur ing current 
Monch Of Ceporting period . 2. 1 6s ct tt et ee ew ee eee eee 
Number of corrected customer confirmations 
mailed after settlement date . 








o 6 &-e & wie 4 le) ee 16 4% 


Debit 
No. of (Short No. of 
Items ° Value ) Items 





MerieG GECferenees .. gs) 6 ce 0. oe ere & 6 eles 
Security suspense accounts ..... + -eeececee 
Security difference accounts . . 6. 9s ee et oe 
Commodity suspense accounts . .......e.-.e-e 
Open transactions with correspondents, 

other brokers, clearing organizations, 
depositories and interoffice and 

intercompany accounts - unresolved 

amounts over 30 calendar days . . . . 2 « e+ 

Bank account reconciliations - unresolved ~ 
amounts over 30 calendar days ...... 

Open transfers over 40 calendar days, 

Noe COMSiiMed . 6 ss od ee 6 ee ee 
Transactions in reorganization accounts 

over 60 calendar days .......2--. 

TOGHE. 6 csc a 6 ee « © &, siiei.e eee 





























Market 
Value 





Failed to deliver over 11 business days (21 

business days in the case of Municipal Securities) . . 
Failed to receive over 11 business days (21 

business days .in the case of Municipal Securities) .. 
Security concentrations (See instructions in Part I): 
A. Proprietary positions ... ...e-.seeececves 
B. Customers' accounts under Rule 15c3-3 ...... 
Total of personal capital borrowings due 

WACIVET) SEX MOTIONG: 6.04. ce. o 6 ae Sree 6.6 os) ec one ce 
Maximum haircuts on underwriting comnitments 

during the period... + «ss « «se. ml ee Cet 
Planned capital expenditures for business 3S expansion 
during ext Six months ... << 1 0 @ s « & 0 6 6 
Liabilities of other individuals or organizations 
guaranteed by respondent . 2. 2. 2. ee ee ew we ew 
Lease and rentals payable within one day ..... 
Aygregate lease and rental commitments payable 

for entire term of the lease 

Bee (GROSS es a ete eee Matera Se are tle ie 
Be. VR e es) «a ee a dé OS eae es oe ee le 6 6 








ae 
OMIT PENNIES 
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FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT 
Capital Withdrawals 
PART II 





BROKER OR DEALER For the period (MMDDYY) from 








RECAP 
Ownership Equity and Subordinated Liabilities maturing or 
proposed to be withdrawn within the next six months and accruals, 
which have not been deducted in the computation of net capital. 


Equity Capital 
A. Partnership Capital: 
: Ue General Partners . 
Ze EGC 5. <6), ca eres eee 8 
3. Undistributed Profits . 
4. Other (describe below) 
5. Sole Proprietorship . 
Corporation Capital: 
as Common Stock 
2s Preferred Stock 
Bic Retained Earnings (Dividends and “other ) 
4. Other (describe below) 
Subordinated Liabilities 
A. Secured Demand Notes... 
B. Cash Subordinations.... 
Cs Debentures . 
D. Other (describe below) 
Cther Anticivated Withdrawals: 
A. BORUSES sw « «6 ici < 
B. Voluntary Contr ibut ions to Pension or 
Profit Sharing Plans . ‘ 
C. Other (describe rane err 
TOTAL: « ss ‘ 
Description of Other 




















STATEMENT OF CHANGES IN OWNERSHIP EQUITY 
(SOLE PROPRIETORSHIP, PARTNERSHIP OR CORPORATION) 


Balance, beginning of period... 
A. Net income (loss) ‘ 
B. Additions {includes non-conforming capital of . 
C. Deductions (includes non-conforming capital of 
Balance, end of period (From Item 1800) 








“eee ee © © @ 


STATEMENT OF CHANGES IN LIABILITIES SUBORDINATED 
TO CLAIMS OF GENERAL CREDITORS 


Balance, beginning of period... 
A. Increases . . 
B. Decreases . 


OMIT PENNIES 
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FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT 
PART II 





BROKER OR DEALER as of 








COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS 
FOR BROKER-DEALERS UNDER RULE 15¢3-3 
(See Rule 15c3-3, Exhibit A and Related Notes) 


CREDIT BALANCES 
l. Free credit balances and other credit balances 
in customers' security accounts (see Note A, 
Rule 15¢3-3) 
2. Monies borrowed collateral ized by securities 
carried for the accounts of customers...... 
3. Monies payable against customers' securities 
VORROME oo: as lg a. jahote ae tereneny eie-o ala ans 
4. Customer’ securities failed to receive . . 2+. 
5S. Credit balances in firm accounts which are 
attributable to principal sales to customers ... 
6. Market value of stock dividends, stock splits 
and similar distributions receivable out- 
Standing over 30 calendar days ........24.-. 
7. ‘*Market value of short security count differences 
over 30 calendar days old. ...... erie a 
8. *Market value of short securities and credits 
(not to be offset by longs or by debits) in all 
suspense accounts over 30 calendar days .... 
9. Market value of securities which are in transfer 
in excess of 40 calendar days and have not been 
confirmed to be in transfer by the transfer agent 
or the issuer during the 40 days... 
BGs (Geter Cheat l a c «a ote os ae ao ey «4 a es 
ll. TOTAL CREDITS ...... 


ene leneies <6 < RRS a we Ue ee fe $ 
DEBIT BALANCES z 
12. *Debit balances in customers’ cash and margin 

accounts excluding unsecured accounts and 

accounts doubtful of collection net of 

deductions pursuant to Note B, Exhibit A, 

PSs Ci enc ae er ae eee er $s 
13. Securities borrowed to effectuate short sales 

by customers and securities borrowed to make: 

delivery on customers' securities failed to 

COERCED So Namen cles arate, tie iemae 2 sek a is.alle 
14. Failed to deli iver of customers’ securities not 

Older than 30 calendar days ........-+.4-. 
ae Geer CGe) a ook tare) + (ends hens oS eke @ G6 
46. "Aggregate debit item... . 66 et eee wes ° $ 
17. *less 3% (for alternative method only - see Rule 

Be aPEUE VCS CGS. 6 wie <6 wa so ee ee 8s ar a atari an et Sb teiue 
Ge SIOUAL 155-9 GESTS sks Se 6% RS ee Sle Se ie Se ee $ 
RESERVE COMPUTATION 
19. Excess of total debits over total credits 

tiine 26 lees Line Al) . ss 6 6 o 0 © Bye ee aie te "8 $ 


20. Excess of total credits over total debits 


(line 1d less Line 16) «oo 8s 6 we 8 ce Se ee 
21. If computation permitted on a monthly basis, enter 
105% of excess of total credits over total debits... 
22. Amount held on deposit in "Reserve Bank Account(s)", 
including value of qualified secutities, at end of 
EGPOLCING HELICON «6 6k 06 6 cS ce wes 60 6 66 6 we 08 es 
23. Amount of deposit (or withdrawal), including 
qualified securities ..... +. «+22 eee 
24. New amount in Reserve Bank Account(s) after adding 
Geposit or subtracting withdrawal, including 
$_____s value of qualified securities ....... 
25. Date of deposit (MMDDYY) 


FREQUENCY OF COMPUTATION 
26. Daily Weekly Monthly 





*In the event the Net Capital Requirement is computed under the alternative 
method, this "Reserve Formula” shall be prepared in accordance with the 
requirements of paragraph (f) of Rule 15c3-1. 


OMIT PENNIES 
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FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT 
PART II 





BROKER OR DEALER as of 





Ownership Equity and Sutordinated Liabilities maturing or proposed to be 
withdrawn within the ne):t six months and accruals, (as defined below), 
which have not been deducted in the computation of Net Capital. 


Type of Proposed 
withdrawal or Amount to be With- (MMDDYY) 
Accrual Insider or drawn (cash amount Withdrawal or 


See below for Name of Lender or Outsider? and/or Net Capital* tur ity Expect to Renew 
code to enter Contr ibutor (In or Out) Value of Securities) Date (yes or no) 






















































































TOIAL $§$ 





OMIT PENNIES 


*To agree with the total on Recap 
(Item No. 4880) 


Instructions: Detail Listing must include the total of items maturing during the six 
month period following the report date, regardless of whether or not the 
capital contributicn is expected to be renewed. The schedule must also 
include proposed czpital withdrawals -scheduled within the six month 
period following the report date including the proposed redemption of 
stock and payments of liabilities secured by fixed assets (which are 
considered allowable assets in the capital computation pursuant to Rule 
15¢3-1(C)(2)(iv)), which could be required by the lender on demand or 
in less than six menths. 


WITHDRAWAL CODE: DESCRIPTION 
l. Equity Capital 


2. Subordinated Liabilities 
3. Accruals 
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FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT 


PART ITI 





BROKER OR DEALER 


as of 








COMPUTATION OF NET CAPITAL 


l. Total ownership equity (from State of 


Financial Condition - Item 1800) . 


2. Deduct: Ownership equity not allowable 


for net capital 


3. Total ownership equity qualified net capital . 
4. Add: 


A. 


B. 


5. Total capital and allowable subordinated liabilities ...... 
6. Deductions and/or charges: ... 


A. 


B. 


Cc. 


D. 
E. 


F. 
G. 


H. 


Liabilities subordinated to claims of general creditors 


allowable in computation of net capital 


Other (deductions) or allowable credits (List) . . 


Total non-allowable assets from 
Statement of Financial Condition 
(Notes B and C)... 
1. Additional charges for customers' and 


non-customers' security accounts ....... 


2. Additional charges for customers’ and 

non-customers' commodity accounts. . 
Aged fail-to-deliver: 
l. Number of items... ‘i 
Aged short security differences- 
HESS ECSEEVE"OL 5! sa lo an eee «. $ 


. 


ee ec ec ee © © © © © © © © © © 


oe © © © © © © © © © © © © © © 





Nimmer Of -RECms. . a ien'n « euelle.« 6) (a 
Secured demand note deficiency 
Commodity futures contracts and 
spot commodities - proprietary 
capital charges 
Other deductions and/or charges... . 
Option deductions and/or charges pursuant 
to Rule 15c3-1(c)(2)(x) and/or (xi)... . 
Total deductions and/or charges ..... 


ee 


7. Other additions and/or allowable credits (List) .. 
8. Net Capital before haircuts on securities positions 


9. Haircuts on securities: 


pursuant to 15c3-1(f)): 


A. 
B. 
Cc. 


D. 
E. 
10. Net 


Contractual securities commitments .... 
Subordinated securities borrowings .... 
Trading and Investment securities: 

1.  Bankers' acceptances, certificates of 


(computed, where applicable, 


deposit and commercial paper ....... 
2. U.S. and Canadian  saiiaeni nace 

obligations... ae ere lore a veie a aie 
3. State and municipal government 

OBLIGSaCIONS . 2. sw eee tH a qe exte-te 
4. Corporate obligations . ..-.sssee2s 
5. Stocks and warrantS . « « »« « » « « P 
Ge #QBEIONS.< 6.-< 2. % 6 se ee ee Ae! Ge eetiene 
Tes  BeBLerade «. » « <cia. 6) ane temas Jen auanaiens 


Ss Other securities . . 2. 64's 2s ‘ce as 

Undue: Concentration... 6 sess © «es 

Geer (Lise). 2-2 « & ee ee Oe, eee 
Capital . . . «<< 





and “qet eke ned 
ce Siae es ( ) 
“$ 
ss 4a ete mo ) 
bier” 
( ) 
$ 
OMIT PENNIES 
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APPENDIX C 
PROPOSED AMENDED PART IIA OF 
FORM X-17A-5 


: FOCUS REPORT 
FORM (Financial and Operational Combined Uniform 
X-17A-5 Single Report) 


Part IT Part ITA 
This report is being filed pursuant to: 1) Rule 17a-5(a) 
2) Rule 17a-5(b) 3) Rule 17a-11 
4) Special request by designated examining authority 
5) Other 











or 


ss o ce 0 or 
(Do Not Use P.O. Box No.) (MM/DD/YY) 


And Ending 
(MM/DD/YY) 


ty tate 





Name And Telephone Number Of Person To Contact In Regard To This Report: 


(Area Code - Telephone No) 
OFFICIAL USE 





Name(s) Of Subsidiaries Or Affiliates Consolidated 
In This Report: 

















Does Respondent Carry Its Own Customer Accounts? YES 





Check Here If Respondent Is Filing An Audited Report 





EXECUTION: 


The registrant/broker or dealer submitting this Form and its attachments and 
the person(s) by whom it is executed represent hereby that all information 
contained therein is true, correct and complete. It is understood that all 
required items, statements, and schedules are considered integral parts of 
this Form and that the submission of any amendment represents that all un- 
amended items, statements and schedules remain true, correct and complete as 
previously submitted. 


Dated the day of 19 
Manual signatures of: 





1) 





Principal Executive Officer or Managing Partner 


2) 





Principal Financial Officer or Partner 


3) 





Principal Operations Officer or Partner 








ATTENTION - Intentional misstatements or omissions 
of facts constitute Federal Criminal Violations. 
Sce 18 U.S.C. 1001 and 15 U.S.C. 78:f(a)) 

















FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT 
PART IIA 





Broker or Dealer as of 








COMPUTATION OF NET CAPITAL 


1. Total ownership equity from Statement 











of Financial Condition. . eo oe ee ee 
2. Deduct ownership equity not allowable for. 

Net Capital .. ee ee ) 
3. Total ownership equity qualified for Net Capital P 
4. Add: 


A. Liabilities subordinated to claims of general 
creditors allowable in computation of net capital. 
B. Other (deductions) or allowable credits (List) 
























































5. Total capital and allowable subordinated liabilities . . $ 
6. Deductions and/or charges: 
A. Total nonallowable assets from 
Statement of Financial Condition 
(Notes Band c).... 5 ED ee 
B. Secured demand note deficiency 
C. Commodity futures contracts and 
spot commodities - proprietary 
capital charges 
D. Other deductions and/or charges 
E. Option deductions and/or charges 
pursuant to Rule 15c3-1(c) (2) (x) 
and/or (xi) .. ; ( ) 
7. Other additions and/or allowable ‘credits (Erseé}. oe 
8. Net capital before haircuts on securities positions. .. $ 
9. Haircuts on securities (computed, where applicable, 
pursuant to 15c3-1(f)): 
A. Contractual securities commitments. .$ 
B. Subordinated securities borrowings. 
C. Trading and investment securities: 
1. Exempted securities 
2. Debt securities 
3. Options . 
4. Other securities 
D. Undue Concentration . A Ay ees oe 
a eee SOE? Sa wk ee eee me ( ) 
Bos. ee Peete ge x ee eS ee ee we Eee ae eae 
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FOCUS FORM - 1 








CAse SEGREGATED IN COMPLIANCE WITK 
FEDERAL AND OTHER REGULATIONS 























LEDGER DEBIT 
BALANCE 





Cash segregated under Commodity Futures Trading Act 





Cash segregated under provisions of S.E.C. 
Rule 15¢c3-3 - Special Reserve Bank Account 
for the Exclusive Benefit of Customers 





Funds segregated pursuant to regulations 
of any agency of the federal government, 
any State, and national securities ex- 
change or national securities association 





Total cash segregated in compliance with 
federal and other regulations - enter here 
and on Statement of Financial Condition - Item 210 














NOTE: 


Refer to the General Instructions for information regarding 
certain cash balances which must be disclosed in a footnote 
to the Statement of Financial Condition. 
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FOCUS 





| 


NAME OF BROKER OR DEALER aval 








FORM - 2 








AGED SECURITIES FAILED TO 
DELIVER 








Fail to Deliver 
Over tb Business Days 





























No. Con- 
of tract Market 
Items Value Value 
1. NY Stock Exchange Stocks 
2. American Stock Exchange Stocks 
= NYSE and ASE Bonds 
bi, National Over-the-Counter Bonds 
| 
5. National Over-the-Counter Stocks 





OV 


Over-the-Counter Bonds 














7. Over-the-Counter Stccks 
8. All Others 
9. Total of lines 1-8 

















Haircut on market value 
Losses from mark to market 


Add: 
Less: 


Capital charge FOCUS Item 3570 


Allowable gains from mark to market 


Form - 2 
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Securities accounts: 





LEDGER BALANCE OR 
LIQUIDATING A#tOUNT 





Cash accounts (i.e., accounts subject 
to Section 4(c) of Regulation T of 
the Board of Governors of the Federal 
Reserve System) which have both un- 
settled money balances and positions 
in securities. 





.2. FPully secured accounts 





Total cash and fully secured accounts - Statement 
‘i Financial Condition - Item 310 








3. Partly secured accounts (See Note) 
a) Allowable amount (i.e., that portion 
of the debit balance not in excess 
of the long market value of securities 
in the account) - Statement of Financial 
Condition —- Item 320 








Non-allowable amount - i.e., that portion 
of the debit balance in the account in 
excess of the long market value of secu- 
rities in the account). - Statement of 
Financial Condition - Item 560 








Unsecured debit balances - Statement of 
Financial Condition — Item 570 
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Commodities accounts: 





Ws 


Accounts with spot (cash) commodity posi- 
tions which result from a tender made on 


2 


uturces contract within the sast $0 


days and evidenced by a warehouse receipt(s) 
issued py a warehouse licensed by a commodity 
exchange: 


a) 


Fully secured accounts 





D) 


Secured portion of vartly secured commodity 
accounts 





c) 


Total of lines la and lb to Statement of 
Financial Condition - Item 330 





2) 


a) 


Unsecuredé portion of accounts reported 
at lo) above 








Accounts with open futures contracts licui- 
dating to a deficit 








¢) 


Accounts with spot (cash) commodity positions 
other tnan the result of a tender made on a 
futures contract within the past 30 Gays and 
evidenced by warehouse receipt(s) issued by -a 
warehouse licensed by a commodity exchange 





c) 


Unsecured debit balances 








e) 


Total of lines 2a through 24 - enter here and 
on Statement of Financial Condition - Item 580 











Form 3-2 
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Allowance for aouvotful accounts: 
| 





tion reserves for customers’ accounts in 
icit or unsecured: 





Partly secured accounts 





Unsecured accounts 





c 


Commodities accounts liauidating to a deficit 








Total of lines A., B. & C t and on 
Statement of Financial Co 


n i 7 590 
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Where a partly secured receivable from a customer also contains 
short security positions, the short market value shall be en- 
tered at Item 3550 in the Computation of Net Capital. (see 
Focus Form 5). Such charges for short market values in partly 
secured accounts should be reduced by the excess of the value 
of lona securities, if any, over the debit balance in eacn ac- 
count. Haircuts on long security positions in partly secured 
accounts should be combined with other haircuts and reported 

at Items 3680 to 3734 in tne Computation of Net Canital. 


Form 3-3 








0 


POCTIS Bape = £ 








AME OF EROKER OR DEALER DATE FOCEIVARLES FROM 
t NON-CUSTOMERS 











CASH AND FULLY SECURED ACCOUNTS: 





LEDGER BALANCE OR 
A. Cash accounts (i.e. eccounts sub- LIQUIDATING 
ject to Section 4(c) cf Reaulation AMOUNT 


T) heaving both unsettled money 
balances and positions in securities. 








PB. Fully secured ecccunts: 





1) Security sccounts 





: 2) Commodities accounts: Acccunts with 
spot (cash) commodity positions which 
result from a tender made on a 
futures contract within the past 90 
deys and evidenced by 2 warehouse 
receipt(s) issued by a warehouse 
licensed by a commodity exchange 














3) Loens énd advences - adeauvetely secured} 





C. Total of lines A & B = To Statement of 
Financial Condition - Item 340 








PARTLY SECUFED AND UNSECURED ACCOUNTS: 





A. Allowable Assets: 


1) Portien of debit balances in partly 
secured accounts which ere not in 
excess of related long merket values: 
2a) Securities accounts 

: b) Spot commodity accounts { 

c) Leens ana edvences | 

Gc) Totei-to Statement cf Financial 
Condition - Item 350 





























Form 4-1 
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2. Non-ellowable essets: 

1) Portion cf debit balances in partly 
secured accounts which are in excess 
of related long merket values 
@) Securities accounts 
b) Ceommocsity eccounts 
c) Leens and edvances 











2) Accounts with open futures contrects 
liquidating to e ceficit 





3) Accounts with spot (cash) commodity 
positions other than the result of 
a tender mace on a futures contract 
within the vest 90 days and evidenced 
by warehouse receipt(s) issued by a 
warehcuse licensed by a commodity 
exchange 





4) Unsecured debit balances 
2) Securities accounts 
b) Commodities accounts 

~_c) Loens and advances 














5) Total Bl to B4 - enter here énd on Stetement of 
Finencial Condition - Item 600 











Notes: 1) Do not include herein belances receivable from stocknolders 
representing amounts dve on subscricticns te cevitel stock. 
As neteé in the General Instructions such amounts ere to be 
chergec directly tc net worth. 


2) The interests of other varticivants in joint trading acccunts 
cerried by the reporting broker should be shown under the ap- 
propriete category above for cash and fully secured eccounts 
Cr partly secured accounts as appropriate. 


3) See Note on Focus Form-3 as to treatment of short positions 
in partly secured accounts with debit balances. 


4) When preparing the Reserve Formula (Exhibit A - 15c3-3a) and. 
if elected. the alternative requirement (15c3-1(£)) refer to 
SEC Release No. 9922 - Definition "Customer" on pages 1 & 2. 
Particular emphasis should be given to the differences in 
the cefinition of the term "customer" between thet which is 
stated in the Release end in 15c3-1l(c)(6) and (7). 


Form 4-2 


116/SEC DOCKET 

























































































balances (Note 
Casn recuiree co securities accounts after 
application cf ca Margin outstanding 5 
DuSiness days or , in accordance with the mini- 
mum requirements ne designated Examining 
Authority and Ru 15¢e3-1 
sOtat Casita: ch ZOr security accounts - | 
total. of lines 1 2 enter on computation of | 
NeébrGaci cal Te 50 } 
HaSECSS. OF..-L0N 1OTt DOSLTLONS 1M soor (casn) 
commoéities acco in deficit eliminatina those | 
accounts whose c ification chances after apnvli- 
cation of marqin LS Outstancina 5 business davs 
or less { of market value if thev are not 
hedced; 1 of the market value if they are hedaed 
€asn. Secs Gc to ovice marain equal to the total | 
of credi ines nted on open commodities con- 
tracts in trade cunts in accordance with Rule | 
15e3-1 - Aovené (a) (3) | 
accounts th open future commocities contracts -— mr 
aédition capital cherges: 
A. Dailv limit fluctuation ver Avpendix 5(2)(4) | 
to R 15 i 
Bor lees Markee Appendix B(a)is) <o ; 
/ 2s La7 VS} 1 } 
Rule c3= | 
| 
Cash recuiredé to » margin in customers’ } 
commocitv accoun zo the standare set in 
Rule l5e3-i: 
A. TC restore. ori maccin in commodities futures 
ecccunts (15¢3 cendix Bla)(5)) 
3. Spot Conmmocsti iedageqd ver Appendix 2(a)(7) 
tc Rule 15c¢3-1 | 
Gs -Seoce-Commoarti Not Heaged cer Appencix B(2)(6) | 
to Rule 15¢c3-1 
T6tai capital char r commodity accounts - | 
total of lines 4 t enter on computation of Net | 
Capital - Item 356 I 
tes Short market are also to be comcrehenéed in deter certain 
Harrect char © Role Lsces—-Llelkt2ptvwe) 
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rel Yateley 
OMNOCLTY 


TING TO AN 








REGULATED 
TO AN EQUITY 
Credit Balance 





on .uture Contracts 





Totai or lines 1 and 2 





Lecger Debit Balance 








Losses on Future Contracts 











Commodity Accounts 
balances 





Regulatea Commoaity Accounts - Amount to 
be seqrecated pursuant to the Commodity 
thange Act - total of lines 7 and 8 
TO Tei COMMODITY EXCHANGE ACT: 
ted under Commodity 


JNDS SEGREGATED FURSUANT 
i0. Funds in banks segrega 








Exchange Act: 
A. Cash 
GU. S. Government Secu } Market Value 
in ageposits with and te from commocit 
hange clearing associa requlatec commodities: 
Cash 
U. S. Government Securit rket Vaiue 
eivabdle from Drokers anc aealers for customers’ 
lated commoditv future accounts 
i tuncs segregated — total of lines i0, li, and 12 
ijine 13 1s less than line 9, enter difference here 
and include es Agaregate Indebtedness in computation of 
Net Capital - Item 3820 
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FS CONTRACTS AND SPOT 
ES - PROPRIETARY ACCOUNTS 


[RANE OF BFOKER OR DEALEF DATE | DTURE COMNODI 
| ec I 











(4) (5) (C) (DB) 


Contract Merket Gain Cepitel 
Velue Value (Loss ) Charge 
or 
Ledoer Palance 
FUTURES: “TE 




















‘ ontrects offsettina or heaging 
pot (cash) commodities: 
- eng 
2. Shore 
C. Ril other cortracts: 
1. Long 





a a re 2 ee 
o 
RPA 




















Total of Column (C) items A., 5. and C. 
SPOT (CASH) COMMODITIES: 

A. Hedoed: 

{ 
1 Long 

| 2s, ,SneEt 
| 

2. kot Heagea: 











Totais - Columns (2), (C), (D) 





| 2. Short 
| 
| 






































(2) (bd) (c) 








ted on Statement of Finencial Condition. - Item 430. 
r losses included in astermination of Net Worth. 
luded in Computation of Net Capital Item 3600. 

. Where a future commodity contract or @ spet commocity is 2 hedae 
against a forwaré spot commodity contract, any excess of the forwerad 
contract shall be included above. Forware contrects 
are incl Gi: definition cf contractual commitments as indiceted 
rn ESes ) e 15c3-l1(c)(2)(viii) ané Appendix B of the Rule 

‘ for the treatment of forward stot commodity contracts. 

Form - 7 
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Security 
Description 
(Including 
Octions) 


Description 
of Account 

Containing 

Security 


(C) 


Principal 
Amount 
or Number 
of Shares 
Long 
(Short) 


Market 
Value 
a 
Long 
(Short) 


Adéiticnal 
Deduction 
for Undue 
Concentration 
(See Note 
Below) 


Name of 
Contributor 





oes 





2. 















































Total of 
Column (£), 
lines l 


through 10 - 


enter here 
and on Com- 
putation of 


Net Capital - 


Item 3650 























See sudparagraph (c)(2Z)(vi)(l) of 
computation of undue concentration deduction. 


SEC Rule 1l5c3-1 
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NON-ALLCWABLE 





Cash surrencer value of life insurance 





accruec interest and commissions on 
customers’ securities accounts 


qT 








in connection with 





Tne 
ins 





urance claims receivable 





Wotes receivacie 





Snares or the Boara of Trace Clearing 
Corporation (Chicago) 





trp hist ht ptf hf be 4, 
Y S40 LYM Us , 
7 


Spt rt ff St) “We Y 
YYyyyy yy 


s 








aeposits with commodity 
earing associaticns 


n 
cl 
Reaulated $ 


Non-Reculiated $ 











Margin aepcesits with Options Clearing 
Corporation 


Funes on 
Account" 
unaer the 
1940 (Al 





mW 

for 
art 
1c 
“on 


Qrco 


Cc 


awe 


tw rw oO 
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0 thoH 
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Cther aeposits 
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WANE CF BRORER CR CEALEK DATs OTHER ASSETS MISCELLARECUS 
(Continued) 
ALLOWABLE NCN-ALLOWABLE 
15. Settlement balances with clearings Ye YY 
associations Vth Yi Y)) 
i6. Syndicate srorics 
17. Wutual func cencessicns receivable 
anc management fees receivable from 
registered investment companies 
18. Real estate investment 
ly. Cash in Danks subject to withdrawal Yi pip ill, 
restrictions LAYS LY 
PETS Sy Wi! 
re 4 VY 
ff Yfy Vy 
z0. Deferrec organization expense Wf fy 
Vi 
21. Future income tax benefits 
Zz. Income taxes receivable 
23. Prepéic expenses 
24. Deferred charges 
25. Goodwill 
20. Service fees receivable 
z7. Accruea inccme receivéole 
28. Intangible assets 
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Caek s a 
| ULHER "ASSE Ls’: 


(Continued) 








Postage inventory 





Miscellanecus accounts receivable 
and essets less related valuaticn 
reserves 





Money aiiferences - see 
Financiel ané Operational 
explanation of such differ 





roper judgment as to 
classification 


A. 





EB 




















Total cf lines 1 through 32 - enter 
here and on Stetement of Financial 
Condition - Allowable Item 530; 
Non-allowable Item 720. 
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K CREDIT 
NCE OR 
JIDATING 
a . AMNCONT 


Le] 


~ 


tower 
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SECURITIES ACCOUNTS: 





¢ l. Creéit bélances in custemers' cash eccounts 





2. Credit balances in customers’ secured accounts 





3. Credit balances in customers' partly secureé acccunts 





@ . Credit balances in customers' accounts with open con- 
tractual commitments 





5. Customers' free crecit balances 



































e Ge ther 
7. ‘Total of lines 1 through 6 - Statement of Financial 
Condition Item 1120 e 
COMBODITIES ACCOUNTS: 
€ 8. Customers' accounts with open futures contracts 
liguigating to an ecuity-nonregulated commodities 
9. Free credit balances in customers' nonreculated 
commodity accounts 
é JQ, Credit balances in customers' accounts with spect (cash) 
commodity positions 
} 
Form 11-1 
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Other 





Totel of lines 8 through 11- Statement of Financial 
Condition - Item 1130 








COMMODITIES ACCOUNTS: 





Customers’ accounts with open future contracts 
licuidating to an equity-reculated commodities 





Free credit balances in customers’ regulated 
commodity accounts 





Other 





Total of lines 13 through 15 - Statement of Financial 
Condition - Item 1330 














* 


As defined in subparagraph (c)(6) of SEC Rule 15¢3-1 (17 CFR 240.15¢3-1). 


Form 11-2 
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FOCUS FORM - 12 



































ay OF EROKER OR DLAUER DATE PAYASLE TO NON-CUSTOMEES * 
LEDGER CREDIT 
> - BALANCE OR 
LIQUIDATING 
AMOUNT 
- A.I. LIABILITIES: 
' SECURITIES ACCOUNTS: 








. 


l. Credit balances in non-customers' cash acccunts 








2. Credit balances in non-customers' secured accounts 





2, Credit balances in non-customers' partly secured 
accounts 





- (Crecit balances in non-customers' accounts with open 
contractual commitments 





5. WNon-customers' free credit balances 





6. Other 








7. Total of lines 1 through 6 - Statement of Financial 
Condition - Item 1140. 


“eo 





COMMODITIES ACCOUNTS: 





8. Non-customers' accounts with oven futures con- 
tracts liquidating to an eauity - nonresulated 
commodities 








- Free credit balances in non-customers’ non- 
| regulated commodity accounts 
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Credit balances in non-customers' accounts with 
spot (cash) commodity positions 





Cther 





12. Total of lines 8 through 11 - Statement of Financial 
Condition - Item 1150 





NON-A.I. LIABILITIES: 





SECURITIES ACCCUNTS: 





ute edit balances in accounts of gener 


atement of Financial Condition - I 


+ 
= 
1. 





COMMODITIES ACCOUNTS: 





14. Won-customers' accounts with open future 
contracts liguidating to an equity - 
regulated commodities 





Free credit baiences in non-customers' 
regulated commodity accounts 





Other 





Total cf lines 14 through 16 - Statement of 
Financial Condition - Item 1350 














As Gefineé in subparagraph (c)(7) of SEC Rule 15¢c3-1 (17.CFR 240.15c3-1). 
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a [hava Of Sachen Gr SeAL=R sata BC COUNTS FAYAPLE Awd OTREr LIASILITiIES 
| 
' (pei gat | 
i. AcCcrvec _exsenses ena cther jiiedilities: | 

' A. Cash excess ci sudcrcinatec eccounts 
___(excent from general partners) ené borrowings e 

a. |____&. Ciezrance fees 
C. Commissions 
"___b. _beferred inccme rae 
; 5S. oivicenc anc bond interest pevacle ce 
i f. Due tc brokers cn future commodities centracts 
;  G. Due to clearing essocietions on settlement 

r nae belances 





[ry ___#.__Due to svndicete menacers ené particicents 






















































































_____i-__emalovee compensation 
t J. Floor Srokerase 

x. Interest paevable on menev dorrowec 

| _U, Money difference eccourts 

HR. Glad outstancino checks 
i Texes (other then texes on inceme) withhela 
---—-2hG_ecerued _ 
v7 oc. Other 
e. S0te] te Ststement of Finenci al Congician = Them 1ESh 

} [z. ‘Sther Accounts caveble. accrvels. etc. 
3 \ 4h. FPeserve for pdenuses 

[TTB _Reserve fcr iecal end aueit fees 

if C.__Feserve fcr pension pian 

| ____b:__Feserve for mrofit sharing 7 ee 

{-""E. Reserve for self-insurence 

Re OS 

L F. Reserve for value of “agec" trensfers 

G. Reserve for vaiuve of Givicend security items 
i receivable Soren 
BR. veserve for vaive of unlocates short security 
Gifferences = 
fa OEnE@r 








nt cf Financial Concition - Item 1200 








A. aAccrueo interest paveble tc suocrdinetec lencers 


E. Accrueo interest veyapdle on trading enc invest- 
eccounts cf respondent 





















































e excess of suborcinsted eccounts eno borrowings 
oe - Senerel partners _ ‘ 
es Lb. ltv in securitv suspense ecccunts peed 
E. ilities cn oven contractual commitments 
Mi) ake fama, % 
‘ Cc. 1 3A te sF —- Statement of Finenciel Condition — Item 13&6 
Form - 13 
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CR OEALS 














Name of 
contributor 


Face Amcunt Deficiency 
of SDN Market ita Charge 
Valve 






































Total - Comrutetion of Ne i Item 3550 
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each item listed ebeve e deteiled listing of the related 
showing market and collateral value. Also indicate dete 
occurred end the date and type of action taken to eli- 
Ceficiency és required under Rule 15c3-1 (Acpendix 
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Wat. CP BROKER O28 Seathis DATE 
Cadital balance at BeGinnins Ci 
Jnconsol ed Net Income (Loss) 

for_the ioad 
Incr2ase crease) in tiarket Va 
riembersni contributed as capit 
Dravines, G GSther Distribution 
(a) Cener2l Partners 
(5) fanicea Partners 
Kc) Sole erenrietor 
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FOCUS FOR: 


2° BS 












VALE ~ © BROKER CK CEALEER DATE POnPGTATION OF NET CAPIT 








DEDUCTIONS AW5S/OR C 


4 


Ai - 
ARGES 


mtr 


tvs 
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- Market value of lost securities for wnich 


insurance claims are outstanding or nave 


not been filed (See kule 15c3-1(c) (2) (iv) 


(D)) 





rovrietary commitments not 
r in determining Net worth 


w 
‘Yu tt 
no 





3. Market value of (short) security dividends 


receivable over 30 days old - less 
reserves 





i. 4% charge on money borrowed secured by 
customers' exempted securities 





» Guarantees of oblications of others - 
not secured 





>» Other - Describe below 





1, Total Other Deductions and/or Charges - Computation of Net 


Capital - Item 3610 


























FOCUS Form - 17 








Name of Broker Date Compliance with Requirements of 
or Dealer Rule 15c3-3 








File this FOCUS Form only when requested. 
A. Reporting broker or dealer is not subject to requirement for 


possession of control of customers' free and excess margin 
securities. 


Exempt .under (k) (1) ( ),~ (kK) (2) (A) ¢ ), (k) (2) (B) ¢ ) 
or, as' per attached letter .from SEC, under (k) (3) ( Fs 


If subject to the rule, complete B anc C. 


B. Compliance with the requirement for possession or control of 
customers' free and excess margin securities under the rule. 


1. Is record system used manual » punched card 
or computer 2 


2. If record system is not in-house give name of outside 
service bureau 





3. Method of identification of securities required for 
possession or control is specific , bulk 
other . Lf other explain. 


4. Attach a detailed description of the system and procedures 
used by your organization for complying with the 
"Possession or Control" requirement under SEC Rule 15c3-3 
which shall cover at least the following: 


(a) Method for identifying customers' free and excess 
margin securities which are required to be in 
possession or control’. 


(b) Method for identifying securities which are in 
possession or control. 


(i) List and describe the various locations 
considered to be possession or control. 
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ic) 


(d) 


(e) 


(£) 


(g) 


(h) 
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Method for comparing the securities required for 
possession or control with those actually in 
possession or control. 


Procedure for locating securities not in possession 
or control and, where necessary, bringing them 
into possession or control. 


(i) List and describe the locations considered 
as not in possession or control and the 
order in which they are applied. 


Procedures for release of securities from require- 
ment to be in possession or control when sold, 
transferred, delivered or available because of 
changes in the status of an account. 


Describe all records, lists and forms used and 
the period of their retention. Where practical 
include samples of forms, instructions and 
lists or other pertinent records. 


Indicate the timing of performance in each 
instance of work to be done, instructions issued, 
computations made, lists prepared, posting of 
records and buy-in of fails’ and customer shorts. 


Describe in detail the internal control and 
audit procedures used to assure compliance with 
the requirement for possession-or control of 
customers' free and excess margin securities 
under the rule. 


Where specific identification is used, how are 
securities in box, those specifically set aside, 
‘CCS, custodian depository, transfer, transit, 
fail to receive or other location tagged or 
otherwise identified with a particular customer? 


If the Pre-Authorized Delivery Service (PDQ) of 
the Stock Clearing Corporation is used, by what 
means are you assured that only proper excess 

securities are used for delivery. 


























C. Compliance with reserve requirements with respect to customers’ 
funds. 


1. Are computations made weekly or monthly ? 


2. Describe briefly the procedures for compiling data and 
preparing the computation required under the formula. 


Include: 


(a) Description of any listings prepared and the 
periods of their retention; 


(b) Description of the method used to determine whether 
there is an-excess of margin allowed on any specific 
security, other than an exempted security, over the 
the total margin allowed on all securities as re- 
quired to establish the debit charge to be taken 
under Note B(1) cf the reserve formula; 


(c) Description of how the net balance is determined 
and the method used to comply with Note B(2) of 
the reserve formula where customers’ balances used 
in weekly computations are "net" as allowed under 
SEC Release 34-9922 dated January 2, 1973; 


(d) Description of the method of allocation, if allo- 
cations are used to determine proprietary versus 
customer position for fails to receive, fails to 
deliver, stock loans and stock borrowings; and, 


(e) Description of procedures for withdrawal of 
funds from the "Reserve Bank Account." 
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FOCUS Form - 18 





NAHE CF BPOKER OR DEALER DAT CONTINGENCIES 
{ 











1) Contingent liabilities: 


a) Securities shipped draft attached 
for which immediate credit was 
received: 


(3) Customer securities-enter 
amount on Computation of 
Net Capital - Item 3800 





(ii) Proprietary securities 








b) Guarantees - describe each item 
below-enter total on Computa- 
tion of Net Carital-Item 3820 
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When this FOCUS Ferm is required to be filed dGetails must 
alse be provided as to all other contingent liabilities which 
wovlé include, but not be limited to, accomodation endorsements, 
rediscounted notes, judgements, levied tax deficiencies and con- 
tractual obligations under pension or retirement plans not re- 
cerded in a ledger account for money. See FOCUS Form 28 - 
Litigation as to reporting recuirements relative to lawsuits 
ang proceedings by regulatory bodies and agencies. 


Form - 16 














rucus rorm = LY 











Name of Broker Date Money Difference Accounts 
or Dealer 




















DESCRIPTION 


Out: 


of General Ledger Control Accounts to 
Agree to Subsidiary Records) 


asa 
of Detail in Bank Account to Bank 


Comparison of Detail Records To 
Control Accounts 


- Fails Deliver 


ve 


reconciling ledger accounts for the 
following: 


1. Clearing Corporations 

2. Correspondent brokers accounts 
3. Odd-lot settlement accounts 

4. 





Form 19 
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FOCUS FORM - 20 











NAME OF BROKER OR DEALER wed Panresas SUSPENSE weowind 








(A) (B) (Cc) (D) 
Ledger Balance Market Value Unrealized Capital 
Debit (Credit) Long (Short) Gain (Loss) Charge 





1. Exempted securities 





2. Other securities 





3. Spot (cash) 























commodities 
4. Totai 
Notes: 


1. The long and/or short market values shall be considered as "proprietary" and 
included in the respective category in the Statement of Financial Condition. 


2. If the suspense account Lliquidates to a equity (unrealized gain) enter such 
amount above and on FOCUS FORM - , “Accounts payable and accrued liabilities 
and expenses" (under Non A.I. Liabilities). Unrealized losses shall be 


included in the Statement of Financial Condition in the determination of 
capital. 


3. The capital charge (colum (D)) is based on haircuts, as stated in 15c3-1, 
on the long and/or short market values. Such capital charges shall be 
included in the computation of Net Capital in the respective category. 
Unrealized gains may be used to offset the previously mentioned haircut ~ 


charge. If the unrealized gain exceeds the haircut charge, enter zero in 
the capital charge column. 


4. For further information, refer to Part II - Financial and Operational Data - 
Security Suspense Accounts (Instructions). It should be noted that this form 
refers to all transactions in any accounts containing a long or short 
position with a related ledger balance pending determination of their ultimate 
disposition because of doubtful ownership, collectibility or deliverability 
except for true overnight transactions. 


FORM 20 
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FOCUS Form - 21 








a OF BROKex OR DOALER al SECURITY SUSPENSE ACCOUNTS - DETAIL 














Long or Short Security Position % of # Of Market Value of Total 
With Related Ledger Balance Total | Unre- Unresolved Ledger 
Description Date | Posi- | solved Differences Amounts 
tions | Security 
Recon~ | Differ- 
ciled jences LONG SHORT CEBIT | CREDIT 








A. Differences Resulting From 
Internal Comparison of 
Detail Records to Control 
Accounts and or -Stock 
Record for: 


1. Customer & Firm Accounts 

2. Fails to Receive 

3. Fails to Deliver 

4. Stocxs Eorrowea 

5. Stecke teaned 

6. Bank Loans & Related 
Collateral $ 

7. Other (Icentify) 

iB. Differences as a Resuit of 

Confirmation of Detail 

Records with Contra 

Brokers & Banks: 


wlan 
itn 














N/M ni wm 





wan 
Nn wn 





dP} dP} dP] dP} de 
” NN nn 
nn Be) a) dd bd 


nn 
nn 











1. Fails to Receive 

2. Fails to Deliver 

3. Stocks sorrowea 

3 4. Stocks Loaned 

5. Bank Loans & Related 
Collateral $ 

6. Other (Iqentitv) 

C. Unreconciled Differences 

disclosed by Comparison 

of Firm's Records with: 


oe 

















dP] JPL de? 
{nln Min 
NID Win 
”n MiMi Mn 
v 


in 
” 








1. Clearing Corporations 
(including Direct 
Mail Facilities, 
Security Devositories) $ $ $ $ $ 
2. Correspondence Position 
Statement % $ $ $ $ 
3. Other (Iaentify) 
D. Don't Know (Dk) Fails and 
Unidentified Fails: 
1. Cashier's Derartment % 
2. P&S Department $ 
Buy-In Accounts With 
Unresolved or Incomplete 
Items % $ $ $ $ 
- Returned Deliveries 
(Reclamations) Unresolved % $ $ $ $ 























nin 
nt 
nn 
nin 
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FOCUS Form 21 (Continued) 





























L...3 Or Short Security Position % of # of Market Value of Total 
With Related Ledger Balance Total Unre- Unresolved Ledger 
Description Date | Posi- solved Differences Amounts 
tions Security 
Recon- | Differ- 
ciled ences LONG SHORT DEBIT | CREDIT 
GS. Unallocated Securities 
Received against Payment 
and not Resolved % $ $ $ $ 
H. Error Accounts with 
Unresolved or Incomplete 
Items % $ $ $ $ 
I. Other Security Suspense 
Accounts (Identify) % $ $ $ $ 
Totals 
J. RECAP 





Total Exemoed Securities 





Total Non-Exemoted Securities 





Total Spot (Cesn) Commocities 





TCTALS 
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FOCUS Form - 22 
































ree of Broker or Dealer Date SECURITY DIFFERENCE ACCOUNTS - DETAILS 
TOTAL SEORT 
% Of Total iWarket Value of | No. of 
DESCRIPTION Date | Total of Unre- Unresolved Items | Market 
Positions |solved Differences Unre- Value 
Confirmed |Differ- solved 
& Recon- jences LONG SHORT | over 7 
ciled days 
(1) (2) (3) (4) (5) (6) (7) 
A. Physical security count (Cycle 
differences per: Rule Count %. 
l7a-13 to Total 
Security 
Positions) 
% $ $ $ 
- Security Differences cis- 


closed by comparison of 
firm's records to posi- 
tion statements from 
depositories 
1. Depository Company % 
2. Banks (Government 
issues) 
3. Banks (Collateral 
for loans) 
4. Mutual Funcs 
5. Corresoondents 
6. Ceher (Identiry) 
tS. stock Record Breaxs 
(Maximum of 3 business 
davs after break) % $ $ $ 
D. Transter Differences as a N 
result of internal compar- 
ison of detail records 
to control accounts and/ 
or stock record. % $ $ $ 
» Other security differences 
as a result of internal 
comparison of detail re- 
cords to Control accounts + 
and/or stock record for 
securities fail to deliver 
and receive or stocks 
borrowed or loaned. % $ $ $ 
Ff. Security Dirferences as a 
result of branch division 








oe 
wn” 














dP] dP] dP] dP 
Nn tn} initn n wm 
MN Ita 
Ln MN 


















































box reconcilement. % $ $ $ 

Security Differences as a | 

result of transit account 

reconcileiment % $ $ $ 
- keturned "Free" deliveries | 

(Reclamations) unresolved % $ $ $ 
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FOCUS Form - 22 (continued) 








DESCRIPTION 


Date 


% of 
Total 
Positions 
Confirmed 
& Recon- 
ciled 

(2) 


Total # 
of Unre- 
solved 
Differ- 
ences 


(3) 


TOTAL 


SHORT _i 





Market Value of 
Unresolved 
Differences 





LONG SHORT 


(4) (5) 


No. of 
Items 
Unre- 
solved 
over 7 
days 
(6) 


Market 
Value 





Error Account with un- 
resolved or incomplete 
items. 





Stock Diviaend Balancing 
Accounts (out-of-balance 
proofs) 





Unallocatea Transfer 
Items received from 
agents not matched to 
open units. 





Difference between cus- 
tomer statement posi- 
tions and the stock 
record master files 





Other security suspDense 
difference accounts 
(identify) 








TOTAL 
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FOCUS FORM- 23 










ACCOUNT DIFFERENCES WITH CORRESPON 
AND SIMILAR ITEMS 





o OF BROKER OR DEALER = DENTS 








CORRESPONDENTS ACCOUNTS 

l. Provide the aagreagate total of any money difference result- 
ing from the movements of money only which would result in 
2a deficit to the respondent if the correspondent's records 


are correct and which have not been deducted in computing 
Net Capital under 15c3-l. 


a. Amounts 30 calendar davs old or more 
b. Amounts less than 30 calendar days old 








2. Provide the agaregate market value of any security position 
difference resulting from the movements of securities only 
which would result in a deficit to the firm if the corre- 
sponcgent's records are correct. 


a. Items 7 business days old or more 
b. Items less than 7 business days old 








Provide the aggregate deficit in transactions involving both 
“oney and related securities. Such deficits to the firm 
would be the money and/or security differences resulting if 
the correspondent's records are correct. 


@. Deficits 30 calendar Gays old or more 
b. Deficits less than 30 calendar days old 








SIMILAR ITEMS 


4. If the latest reconciliations of accounts with other brokers, 


clearing organizations, depositories and any interoffice or 
intercompany accounts reveal items which would result in a 

loss similar to those reported at 1, 2 and 3 above provide 

for the respective categories the same data as shown above 

and state the resulting deficits: 


Dete of Possible 


Descrivtion Discovery Loss 

















Form - 23 
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FOCUS Form - 24 











Name of Broker or Date Bank Accounts Reconciliations 
Dealer Unidentified Items 




















Furnish the following information on bank accounts 
and related bank statements, 





A. Latest date as of which ALL bank accounts 
had been reconciled? 





B. Total amount of unidentified reconciling 
items which could eventually require 
adjustments of respondent's profit and loss 
accounts other than reportable in money 
Difference Accounts: 





1. DEBITS : $ 








2. CREDITS $ 





NOTE: DEBIT and CREDIT amounts applicable to unidentified 
reconciling items should be shown separately. They 
should NOT be netted and shown as a single amount. 





State the amounts included in B (above) which are 
over 30 days old: 





1. DEBITS $ 














2. CREDITS $ 





FOCUS Form - 25 





Maximum Charge on Commitments 


and Posicions Resulting From 


Underwriting 





(4) Number of Shares or Principal 











qQ) (2) Q) Amount of Bonde (5) (6) 4 
(a) (by Values of Net Long Capital : 
Ratings} Cost | Offering Unsold at Maximum Net Long Position | Positions Causing mrs rey eer ge 

Price Month-End During Month Reduction in Net Capita Based on 

Description of Issue Peo Price rc Sate 4 —— Guctag the tenth col. (3) 














Date 


Name of vroker 





or Dealer 
































Total 
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CAdti AND SECUKTT Tbs 


TARE OF SROKER OR DEALER DATE PouiaAneS CLAlAS KUCH IVABLE =: 








What was the date ot tne last “Insurance Questionnaire" 
completed by your organization? 


Has tnere »een any material chanue in circumstances 
(Sucn as cancellation or material ceduction.in 
coverage) Since the last “Insurance Questionnaire"? 


If it has not veen reported to your designated 
Examining Authority, report immediately herein. 


If reported, date reported. 
Amount of self-insurance (Deductible). 
Total market value of insurance claims receivable. 


Market valve of insurance claims under 20 business 
Gays whicn are not deductions under kule 15c3-1l. 


Market value of insurance claims over 20 business 
days which are not deductions under Rule 1l5c3-1l. 


Market value of Insurance claims which are deductions 
Jer Rule 15c3-l. 


Form 26-1 
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Name of Broker DATE INSURANCE CLAIMS RECEIVABLE 

or Dealer (Continued) 

A. FIDELITY BONDS TOTALS 

1. Stockbroker's Partnership Bond Coverage Annual :Cost 

a) Primary Coverage ..... 8. | 
b) Excess Coverage. .......0.e]- | | 
Does the bond have a deductible 
clause (self-insured)? ...... Yes EJ No ah 


Bit¥ee, state amsmie’. 2... SUNS 
2. Brokers’ Blanket Bond (Form 14 
or Form B) 
a) Primary Coverage . 
b) Excess Coverage... 





Cece ae ee @ 


oe #¢€ 


ss 
Coverage Coverage 


c) Subdivisions 
Misplacement ... 
Check Forgery. ae Ge 
Securities Forgery . are. a 
Fraudulent trading (optional i 
firm has no employees) 


oe © @ @ 





Does the bond have a deductible a. 
clause (self-insured)? oa) ee we 


are tae 

















If Yes, state amount Sie ae BO § 
B. LIST OF NAMES OF INSURERS 
1. Stockbrokers' Partnership Bond 2. Brokers’ Blanket Bond 
a) Primary Insurer(s) a) Primary Insurer(s) 
b) Excess Insurer(s) -b) Excess Insurer(s) 














C. EMPLOYEES 





1. Number of employees. . ag ee el ee a | 


2. Are all employees including part time, , ] [| 
hal ee ee Yes No 





covered under the blanket bond? 


FORM 26-2 
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1. DOES YOUR ORGANIZATION HAVE DOMESTIC COR- 
PORATE AFFILIATES OR CORPORATE SUB- - 
RDM OC iis: fale. Lasse NOTETES br iol eS eh Coat 6 
If Yes, are they covered under the Blanket 
eae oe ree 

2. DOES YOUR ORGANIZATION HAVE FOREIGN AFFIL- 
IATES, SUBSIDIARIES OR BRANCHES? ...... 
a) If Yes, are they covered under the Blan- 

ket Bonds in the above amounts...... 
b) If answer to (a) is No, please complete 
the following: 





Affiliate or Branch Activity Amount 
Location (City/Country) or of 
Not Fully Covered * Purpose: Coverage 
a) a) a) 
b) b) b) 
c) c) c) 
d) d) d) 


Name of Insurer if different than indicated in B: 
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DOES YOUR ORGANIZATION USE THE SERVICES OF A 
SEPARATE ELECTRONIC DATA PROCESSING ORGANIZATION? 


If Yes, has "Electronic Data Processing" Rider 
been attached to your bond? 


DOES YOUR ORGANIZATION HAVE LIMITED PARTNERS ‘WHO 
HAVE ALSO BEEN APPROVED AS EMPLOYEES? 


If Yes, has the Stockbrokers' Partnership Bond 
coverage been extended? 


DO YOU HANDLE U. S. GOVERNMENT SECURITIES ‘IN 
BEARER FORM? 


If Yes: 


Does your bond include bearer instrument 
coverage? 


Do you have an agreement with a bank which 
will act as depository and receiving and 
delivery agent? 


FORM 26-3 





Yes | wet 
—-* 


Yes LJ me ee 
Yes C] No LC] 


Specific 
Affiliate/Branch 
Deductible 





sO] Ld 
wel) wld 
vee] wo 
whl] wl 
Ly hd 


Yes = No LJ 
Yes Lal No 2 








Do you introduce this business to another member ta 
organization on a fully discl-sed basis? ves\_| 


vol! 


















What Firm? TYPE OF SECURIT. 
HOW MANY CASES OF LOST OR STOLEN SECURITIES DID Registered Bearex 
YOUR FIRM EXPERIENCE DURING s 
(calendar year covered by report) $ 








(Exclude mail losses or temporary losses where 
securities are later discovered on premises) 


HOW MANY. OF THE CASES OF LOST-OR STOLEN SECURITIES 
WERE REPORTED TO YOUR INSURANCE: COMPANY? 










HOW MANY OF THESE CASES INVOLVED THEFTS OR OTHER 
TYPES OF CRIMINAL ACTIVITY (SUCH AS FORGERIES, 
EMBEZZLEMENTS OR ROBBERIES)? 









WHAT WAS THE TOTAL DOLLAR VALUE OF SECURITIES LOST 
OR STOLEN FROM YOUR FIRM IN (calendar 
year covered by report) $ 










(Exclude mail losses or temporary losses where 
securities are later discovered on premises.) 


WHAT WAS THE TOTAL DOLLAR VALUE OF THESE CASES 
INVOLVING THEFTS OR OTHER TYPES OF CRIMINAL 
ACTIVITY? $ 










TOTAL DOLLAR LOSSES RECOVERED FROM INSURANCE CARRIER $ 








1) WHEN DID YOU LAST REVIEW YOUR INSURANCE COVERAGE 
TO DETERMINE IF THERE IS A NEED FOR GREATER 
COVERAGE THAN THAT PROVIDED BY THE REQUIRED 
MINIMUM OR THAN THAT CURRENTLY CARRIED? 


2) DID THE REVIEW INDICATE THAT THE AMOUNT OF 
COVERAGE CARRIED IS SUFFICIENT? 


3) IF NOT, BRIEFLY DESCRIBE ACTION TAKEN, IF ANY. 


FORM 26-4 
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SS Oe ee 


SS eed © bed 


cripezon vs 


FORM 27-2 





APPENDIX E 
PROPOSED ANNUAL REPORT 
FACING PAGE 


FORM X-17A-5 
PART III 
ANNUAL AUDITED REPORT FACING PAGE 








FOR OFFICIAL USE CGALY 











NAME OF BROKER-DEALER SEC FILE NO. 





FOR FIRM ID. NO. 





ADDRESS OF PRINCIPAL PLACE OF BUSINESS FOR PERIOD BEGINNING 
(Do not use P.O. Box No.) (MM/DD/YY) 





AND ENDING (MM/DD/YY) 





(No. and Street) 





(City) (State) (Zip Code) 
NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT 


(Area Code -- Telephone No.) 








INDEPENDENT PUBLIC ACCOUNTANT 
wnose opinion is contained in this Report 


Name ‘if individual, state last, first, middle name) 





ADDRESS Number and Street City State zip Code 





Check One 


Certified Public Accountant 

Public Accountant 

Accountant not resident in United 
States or any of its possessions 





nano 
—_—_~_—~ 














WORK LOCATION REPORT DATE DOC. SEQ. NO. CARD 
MM/DD/YY 
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a ee 
Oath or Affirmation 


ZL. ,» swear (or affirm) that, to 
the best of my knowledge and belief, the accompanying 
financial statement and supporting schedules pertaining 
to the firm of , as of 
19__, are true and correct. I further swear (or affirm) 
that neither the company nor any officer or director has 
any proprietary interest in any account classified solely 
as that of a customer. 











Signature 





Title 





Notary Public 


This report contains: (check all applicable boxes) 


] (a) Facing page 

] (b) Statement of Financial Condition 

] (c) Statement of Income (loss) 

] (d) Statement of Changes in Financial Condition 

] (e) Statement of Changes in Stockholders Equity or 

Partners or Sole Proprietors Capital. 

[ ] (£) Statment of Changes in Liabilities Subordinated 
to Claims of Creditors. 

{ ] (g) Computation of Net Capital 

{ ] (h) Computation for Determination of Reserve Require- 
ments Pursuant to Rule 15c3-3. 

{ ] (i) Information Relating to the Possession or Control 
Requirements Under Rule 15c3-3. 

{ ] (j) A Reconciliation, including appropriate explanation 
of the Computation of Net Capital Under Rule 
15c3-1 and the Computation for Determination of 
the Reserve Requirements Under Exhibit A of Rule 
15¢3-3. 

{[ ] (k) A Reconciliation between the audited and unaudited 
Statements of Financial Condition with respect to 
methods of consolidation. 

{ ] (1) An Oath or Affirmation 

{ ] (m) A copy of the SIPC Supplemental Report 

[ ] () A report describing any material inadequacies found 

to exist or found to have existed since the date 
of the previous audit. 


Ce Leen oe Ree ee) 











INSTRUCTIONS 


1. Column A - Basis Reported in Form X-17A-5 





The amounts to be reported in this columm shall not 
be inconsistent with the basis followed in making reports 
on Form X-17A-5 except for the additional classifications 
and detail required on this schedule. The amounts to be 
reported shall be in substantial agreement with quarterly 
reports which have been filed. 


2. Colum B - Subsidiaries not Consolidated in Form X-17A- 











2 





Report in this columm revenue and expense of sub- 
sidiaries not included in the report on Form X-17A-5. 
State both revenue and expenses in the appropriate sub- 
caption; do not report only one amount for equity in the 
earnings of unconsolidated subsidiaries. 


3. Colum C - Consolidated 





The amounts to be reported in this.columm shall be 
derived from consolidation practices based on generally 
accepted accounting principles consistently applied. 


4. Item 10 - Other revenue not related to securities 
business. 





Item 19 - Other costs and expenses not related to 
securities business. 








State separately revenue and costs and expenses 
of (a) insurance operations, (b) real estate operations 
and (c) financial or economic consulting services. 
State separately under 10d and 19d revenue and costs 
and expenses of any other business activity for which 
either revenue or costs and expenses exceeds two percent 
of total revenue or total expenses in Columms A or B 
in which it is included. 
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FORM X-17A-5 


Schedule II-A 


Consolidation and Diversification Schedule 





Revenue: 


1. 
2. 


a. 


Securities commissions 
Gains or losses on firm 
securities trading accounts 
Gains or losses on firm 
securities investment accounts - 
Profit or loss from underwriting 
and selling groups 
Margin interest 
Revenue from sale of investment 
company shares 
Fees for account supervision, 
investment advisory and adminis- 
trative services 
Other revenue related to 
securities business. 
Commodities revenue 
Other revenue not related to 
securities business: 
a. Insurance operations 
b. Real estate brokerage, 
finance and property 
management 
c. Financial or economic 
consulting services 
d. Any other — 
specify. 
ee 








ii. 








iii. 








e. Total other revenue (sum 
of items 10a-l0diii) 
Total revenue 


Basis 
Reported in 
Form X-17A-5 

(Column A) 


Subs idiar ies 
not consolidated 
in Form X-17A-5 

(Column B) 





Consol idated 
(Column C) 
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FOCUS REPORT 





Schedule 11-A 
Consolidation and Diversification Schedule 
Page 2 
Basis Subsidiar ies 
Reported in not consol idated 
Form X-17A-5 in Form X-17A-5 Consolidated 
(Column A) (Column B) (Column C) 












Trea 


- Registered representatives' 











compensation 
13. Salaries and other employment 
costs for general partners and 
voting stockholder officers 
14. Commissions and clearance paid 
to other brokers 
15. Clearance paid to non-brokers ped ean 
16. Regulatory fees and expenses 
17. Other expenses related to 
securities business 
18. Costs and expenses related to 
commodities business 
19. Other costs and expenses not 
related to securities business: 
a. Insurance Operations 
b. Real Estate brokerage, 
finance and property 
management 
c. Financial or economic 
consulting services 
da. Other— 
is 
ii. 
iii. 
20. Total Expenses 
Net Income: 
21. Income (loss) before federal income 
taxes (item 1l less item 20) 
22. Provision_for federal income taxes 
23. Minority interest in income of 
consolidated subsidiaries 
24. Equity in earnings of unconsolidated 
subsidiaries. 
25. Extraordinary gains (losses) 
26. Net income (loss) 
Balance Sheet: 
27. Total assets 
28. Total liabilities (excluding 
subordinated liabilities) 
“9. Subordinated liabilities 
J. Ownership equity haem 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 13462/April 22, 1977 


(File No. S7-691) 

(Comment Period Expires 5-30-77) 

FOCUS Reporting System 

AGENCY: Securities and Exchange Commission. 
ACTION: Adoption of Rule Amendments. 


SUMMARY: This release amends the financial and 
operational reporting requirements collectively known 
as the FOCUS reporting system by adopting previously 
proposed amendments to the FOCUS report and ac- 
companying rules, and revoking 8 249.618 and 8§ 
249.636. The amendments are intended to clarify and 
streamline the existing system. 


DATES: Effective date: June 30, 1977; comments by 
May 30, 1977. 


ADDRESSES: Written comments, submitted in trip- 
licate, should be addressed to the Secretary, Securities 
and Exchange Commission, Washington, D.C. 20549. 


FOR FURTHER INFORMATION CONTACT: 


Daniel J. Piliero Il, Associate Director, 
Division of Market Regulation, 
Securities and Exchange Commission, 
Washington, D.C. 20549 

(202) 755-1390 


SUPPLEMENTARY INFORMATION 


On January 4, 1977, a document was published in the 
FEDERAL REGISTER (42 FR 782) proposing to amend 
§240.17a-4, §240.17a-5, 8240.17a-10, 8240.17a-11, 
§8240.17a-13, 8240.17a-19, 8240.17a-20, §240.15c3-3, 
§249.617, and proposing to revoke §249.618 and 
§249.636. The proposed amendments were designed 
to facilitate the application of a streamlined system of 
financial and operational reporting and, through the 
integration of Form X-17A-10 (8249.618) and Form 
X-17A-20 (8249.636) into the existing structure of Form 
X-17A-5) (8249.617), achieve a further reduction in the 
quantity and frequency of reports which must be filed 
by brokers and dealers. The proposals, with the 
exception of the proposed annual Schedule of 
Consolidation and Diversification (‘‘Schedule II’), are 
adopted with minor modifications. Because of the 
significant revision of Schedule II, the original proposal 
is withdrawn. All comments with respect to the 
proposed amendments were given due consideration. 
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As a result of comments received, the following 
changes in the proposed amended rules and forms ar 
made in addition to language changes for lariat 


1) Amended Form X-17A-5 [(8249.617| 


The Statement of Revenue and Expenses contained in 
Part Il and Part IIA of Form X-17A-5 (8249.617) in- 
corporates certain data previously required to be 
reported on Form X-17A-10 (8249.618) and Form 
X-17A-20 (8249.636), thus eliminating the need for 
separate filings of these forms.’ As proposed, the 
Statement of Revenue and Expenses would have 
required a reporting of total transaction fees payable 
under 831 of the Securities Exchange Act of 1934 (15 
U.S.C. 88 78a et seq. as amended by Pub. L. No. 
94-29 (June 4, 1975)). As the fee is payable on an 
annual basis, the reporting requirement has been 
eliminated from the quarterly form and will be collected 
on an annual report. 


Three supplementary schedules were proposed to be 
added to Form X-17A-5 (8249.617) to collect economic 
and statistical data on a calendar year basis. Schedule | 
requires the reporting of general information designed 
to measure certain economic and financial character- 
istics of the broker or dealer. Schedule | is adopted as 
proposed.? Schedule Il as proposed would require a 
listing of annual gross revenues by major categories 

all majority owned and partially owned subsidiaries a 

affiliates of the broker or dealer. Comments have sug- 
gested that a significantly more detailed schedule 
should be required, and therefore proposed Schedule II 
is withdrawn? Schedule Ill requires a detailed report of 
income information from brokers and dealers filing Part 
ll of Form X-17A-5 (8249.617) with annual gross 
revenue related to the securities business of $10 million 
or more. Proposed Schedule IIl-A has been amended 





'The text of the amended Part II Statement of Revenue 
and Expenses and the text of the accompanying 
instructions are attached hereto as Appendix A. The 
text of the amended Part IIA Statement of Revenue 
and Expenses and the text of the accompanying 
instructions are attached hereto as Appendix B. Copies 
are available for public inspection. 


The text of Schedule | and the text of the ac- 
companying instructions are attached hereto in 
Appendix C. Copies are available for public inspection. 


3A more detailed ‘Consolidation and Diversification 
Schedule’ is proposed in place of Schedule Il. 
Securities Exchange Act Release No. 34-13461, A 
22, 1977. 
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rsification 
le Il. 


Form X-17A-20 [§ 249.636] 


Amended Form X-17A-5 (8 249.617) incorporates the 
data presently derived from reports on Form X-17A-10 
(§ 249.618) and Form X-17A-20 (8 249.636). Those 
commentators which addressed the subject of the 
proposed revocation of the latter forms supported the 
reduction in the number and frequency of required 
reports as an advancement of the goals of the FOCUS 
system, and the Commission hereby revokes Form 
X-17A-10 (§ 249.618) and Form X-17A-20 (8 249.636). 


3) Amended 8 240. 17a-4 


One commentator suggested the addition of the work 
“schedules” to the text of proposed amended § 
240.17a-4(b)(8), to clarify that the records which must 
be preserved contain information in support of the 
entire report which is prepared as of the audit date. 
The adopted rule incorporates this suggestion. 


4) Amended 8 240.17a-5 
Paragraph (c)(3) of 8240.17a-5 as proposed would re- 


stomers within 45 days after the date as of which 
he statements are prepared. Several commentators 
have indicated that this would not allow sufficient time 
for the statements to be prepared and enclosed with 
the monthly mailing to customers, and that an 
additional separate mailing would incur substantial 
cost. Suggested alternative filing periods ranged from 
60 days to 105 days after the date as of which the 
statements are prepared. While the Commission 
realizes the economic advantage of coordinated 
mailings, it also recognizes the necessity of providing 
information to customers in as timely a manner as 
possible, and therefore adopted paragraph (c)(3) 
requires that these statements be provided to 
customers within 65 days after the date as of which 
they are prepared. 


gories Oy: that unaudited statements be furnished to 


Several commentators suggested that the require- 
ments of paragraph (d)(2) be amended to include a 
reconciliation between the consolidated and uncon- 
solidated balance sheets. The disparity arises as a 
result of the consolidation methods required by 
generally accepted accounting principles with respect 
to the annual audited report and those utilized pur- 





ahe text of Schedule-Ill and the text of the ac- 
461. A mpanying instructions are attached hereto in 


ppendix C. Copies are available for public inspection. 





suant to § 240.15c3-1 in conjunction with the quarterly 
reports on Form X-17A-5 (8 249.617). The adopted 
version of paragraph (d)(2) requires that summary 
financial data be reported for subsidiaries which are 
not included in the balance sheet filed as part of Form 
X-17A-5 (8 249.617) Part Il or Part llA. 


Comments have been submitted requesting that the 
Commission define the term ‘‘adequacy”’ as that term 
is intended to be used in the proposed amended 
version of paragraph (g)(1)(iv) which requires that the 
auditor review the adequacy of the broker’s or dealer’s 
procedures for complying with the possession or 
control requirements of § 240.15c3-3. This review was 
proposed as part of the reporting structure intended to 
replace Question (2) on the Schedule of Information 
for Possession or Control Requirements in Part Il of 
Form X-17A-5 (8 249.617). The Commission has 
determined to adopt this provision along with the 
remainder of the new reporting structure, and seek 
public comments with respect to an appropriate 
definition of ‘‘adequacy”’ in this context. As the revised 
reporting ‘structure is substantially adopted, brokers 
and dealers need not respond to Question (2) on the 
Schedule of Information for Possession or Control Re- 
quirements as part of the report filed on Part Il of Form 
X-17A-5 (8 249.617) for the calendar quarter ending 
March 31, 1977 However, brokers and dealers should 
be aware that this question must be answered in 
conjunction with the report prepared by the broker or 
dealer on Form X-17A-5 (8 249.617) as of the audit 
date. 

5) Amended § 240.17a-10 

Comments were submitted suggesting that the 
information necessary to prepare annual schedule III 
which is required to be filed in conjunction with the 
report on Form X-17A-5 (8 249.617) as of the quarter 
ending December 31 of each year would not be readily 
obtainable within 17 business days. The balance of this 
information previously was required to be filed within 
60 calendar days as part of a report on Form X-17A-10 
(8 249.618). Adopted § 240.17a-10 has been revised to 
increase the filing period for this schedule to 60 
calendar days after the close of each calendar year. 

6) Amended § 240.17a-11 

No adverse comments were received, and § 240.17a-11 
is adopted as proposed. 





5The Commission is proposing to amend Form X-17A-5 
to require that this question need be answered only as 
part of the report prepared as of the fiscal year end and 
audit date. 
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7) Amended 8 240. 17a-13 


Several commentators expressed concern that the 
proposed amendment to § 240.17a-13 would not 
permit the securities count performed by the auditor in 
_ conjunction with the audit to satisfy the requirements 
of § 240.17a-13, even if this securities count were con- 
ducted in compliance with the requirements specified 
in that section. The Commission notes that brokers 
and dealers have, as a matter of practice, engaged an 
independent public accountant to conduct the 
securities count required by § 240.17a-13, even during 
those calendar quarters when an audit was not being 
performed. The Commission does not object to the 
practice of an independent public accountant con- 
ducting a securities count for or in conjunction with 
the broker or dealer if the securities count which is 
conducted fully complies with the requirements of § 
240.17a-13. Further, the Commission does not object 
to this practice during quarters other than the one in 
which the audit is conducted, if the securities count 
which is performed fully complies with the require- 
ments of § 240.17a-13. 


8) Proposed Amended 8 240.17a-18 


The proposed amendments to § 240.17a-18 are hereby 
withdrawn for further consideration. 


9) Amended 8 240.17a-19 


One commentator questioned whether a self-regulator 
would be able to provide short-term notice as to a 
change in status of a member organization. The Com- 
mission is of the opinion that such notice is a key 
factor in the early-warning and surveillance system, 
and therefore § 240.17a-19 is adopted as proposed. 

10) Amended § 240.17a-20 


No adverse comments were received, and § 240.17a-20 
is adopted as proposed. 
11) Amended 8 240. 15c3-3 


No adverse comments were received, and § 240.15c3-3 
is adopted as proposed. 


TEXT OF AMENDED RULES 


§ 240.17a-4 Records to be preserved by certain 
exchange members, brokers and dealers. 


* * * * * 


(8) Records which contain the following information 
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in support of amounts included in the report prepared 
as of the audit date on Form X-17A-5 (§ 249.617 of this 
chapter) Part Il or Part IIA and in the annual financi 
statements and schedules required by § 240172 5 
(xv): 


(9) The records required to be made pursuant to § 
240. 15c3-3(d) (4). 


* * * * * 


§ 240.17a-5 Reports to be made by certain brokers 
and dealers. 


(a) * * * 


(2)(i) Every broker or dealer subject to this paragraph 
(a) who clears transactions or carries customer 
accounts shall file Part | of Form X-17A-5 (§ 249.617 of 
this chapter) within 10 business days after the end of 
each month. 


(u) Every broker or dealer subject to this paragraph 
(a) who clears transactions or carries customer 
accounts shall file Part Il of Form X-17A-5 (8 249.617 
of this chapter) within 17 business days after the end 
of the calendar quarter and within 17 business da 
after the date selected for the annual audit of nancy 
statements where said date is other than a calend 
quarter. Certain of such brokers or dealers shall file 
Part IIA in lieu thereof if the nature of their business is 
limited as described in the instructions to Part Il of 
Form X-17A-5 (8 249.617 of this chapter). 


(iii) Every broker or dealer who does not clear 
transactions nor carry customer accounts shall file Part 
lA of Form X-17A-5 (§ 249.617 of this chapter) within 
17 business days after the end of each calendar quarter 
and within 17 business days after the date selected for 
the annual audit of financial statements where said 
date is other than the end of the calendar quarter. 


* * * * + 


(3) The reports provided for in this paragraph (a) shall 
be considered filed when received at the Commission's 
principal office in Washington, D.C. and the regional 
office of the Commission for the region in which the 
broker or dealer has its principal place of business. All 
reports filed pursuant to this paragraph (a) shall be 
deemed to be confidential. 


* * * * * 
(b) Report Filed Upon Termination of Memberst 
Interest. 
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(1) If a broker or dealer holding any membership 
interest in a national securities exchange ceases to be a 


Zm@ember in good standing of such exchange, such 


oker or dealer shall, within two business days after 
such event, file with the Commission Part II or Part IIA 
of Form X-17A-5 (8 249.617 of this chapter) as 
determined by the standards set forth in paragraphs 
(a)(2)(ii) and (iii) of this section as of the date of such 
event. The report shall be filed at the Commission’s 
principal office in Washington, D.C., and with the 
regional office of the Commission for the region in 
which the broker or dealer has its principal place of 
business. 


* 
* * * * 


(6) Any broker or dealer who is required to file a 
report pursuant to this paragraph (b) by virtue of 
terminating its membership interest in a self-regulatory 
organization other than the examining authority 
designated pursuant to Section 17(d) of the Act may 
seek an exemption from the requirement to file such 
report by submitting a written request to the 
Commission no later than 5 business days prior to the 
date of termination of the membership interest. Such 
request shall contain the following information: 


(i) An indication as to whether the broker or dealer is 
in violation of the applicable requirements specified in 
240.15c¢3-1 or § 240.15c3-3; 


(ii) An indication as to whether the broker or dealer is 
experiencing any significant financial, operational or 
recordkeeping problems; 


(iii) An affirmation that.the broker or dealer is in 
compliance with applicable rules of the Commission 
and each self-regulatory organization of which the 
broker or dealer is a member, setting forth in detail the 
circumstances surrounding any violations of such 
rules. 


liv) A detailed description of the reasons for the 
requested exemption. 


(c) * * * 


(2) Audited statements to be furnished. 

The following statements shall be furnished as required 
by paragraph (c)(1) within 105 days after the date of 
the audited report required by paragraph (d): 


(3) 


Unaudited statements to be furnished. 


he statements shall contain the information specified 





in paragraphs (c)(2)(i) and (ii). Said unaudited state- 
ments shall be as of the date 6 months from the date 
of the audited statements required to be furnished 
pursuant to paragraphs (c)(1) and (2). Said unaudited 
statements shall be furnished not later than 65 days 
after the date as of which the statements are prepared. 


2 SS ae. 


(iii) A broker or dealer which is a member of a 
national securities exchange and has transacted a 
business in securities solely with or for other members 
of a national securities exchange, and has not carried 
any margin account, credit balance or security for any 
person who is defined as a “‘customer’’ in paragraph 
(c)(4) of this section, shall not be required to file a 
report under this paragraph. 


(2) The annual audited report shall contain a State- 
ment of Financial Condition (in a format and on a basis 
which is consistent with the totals reported on the 
Statement of Financial Condition contained in Form 
X-17A-5 (8 249.617 of this chapter), Part Il or Part IIA, 
a Statement of Income, a Statement of Changes in 
Financial Position, a Statement of Changes in 
Stockholders’ or Partner’s or Sole Proprietor’s Equity, 
and Statement of Changes in Liabilities Subordinated 
to Claims of General Creditors. Such statements shall 
be in a format and on a basis which is consistent with 
such statements as contained in Form X-17A-5 (§ 
249.617 of this chapter) Part Il or Part IIA. If the 
Statement of Financial Condition filed in accordance 
with instructions to Form X-17A-5, Part Il or Part IIA, 
is not consolidated, a summary of financial data, 
including the assets, liabilities, and net worth of stock- 
holders’ equity, for subsidiaries not consolidated in the 
Part Il or Part IIA Statement of Financial Condition as 
filed by the broker or dealer should be included in the 
notes to the consolidated statement of financial con- 
dition reported on by the independent public 
accountant. 


* * * * 
(e) * * “ 


(1)(i) An audit shall be conducted by a public 
accountant who shall be in fact indpendent as defined 
in paragraph (f)(3) herein, and he shall give an opinion 
covering the statements filed pursuant to paragraph 
(d): Provided, however, That the financial statements 
filed pursuant to paragraph (d) need not be audited if, 
since the date of the previous financial statements or 
report filed pursuant to § 240.15b1-2 or this section: 
(A) the securities business of such broker or dealer has 
been limited to acting as broker (agent) for an issuer in 
soliciting subscriptions for securities of such issuer, 
said broker has promptly transmitted to such issuer all 
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funds and promptly delivered to the subscriber all 
securities received in connection therewith, and said 
broker has not otherwise held funds or securities for or 
owed money or securities to customers; or (B) its 
securities business has been limited to buying and 
selling evidence of indebtedness secured by mortgage, 
deed or trust, or other lien upon real estate or lease- 
hold interests, and said broker or dealer has not carried 
any margin account, credit balance, or security for any 
securities customer. 


(2) Attached to the report shall be an oath or affirma- 
tion that, to the best knowledge and belief of the 
person making such oath or affirmation, (i) the 
financial statements and schedules are true and correct 
and (ii) neither the broker or dealer, nor any partner, 
officer, or director, as the case may be, has any 
proprietary interest in any account classified solely as 
that of a customer. The oath or affirmation. shall be 
made before a person duly authorized to administer 
such oaths or affirmations. If the broker or dealer is a 
sole proprietorship, the oath or affirmation shall be 
made by the proprietor; if a partnership, by a general 
partner; or if a corporation, by a duly authorized 
officer. 


* * * * * 


(4) The broker or dealer shall file with the report a 
supplemental report which shall be covered by an 
opinion of the independent public accountant on the 
status of the membership of the broker or dealer in the 
Securities Investor Protection Corporation (‘SIPC’) if, 
pursuant to paragraph (e)(1), a report of the broker or 
dealer is required to be covered by an opinion of a 
certified public accountant or a public accountant who 
is in fact independent. The supplemental report shall 
cover the SIPC annual general assessment reconcilia- 
tion or exclusion from membership forms not 
previously reported on under this paragraph (4) which 
were required to be filed on or prior to the date of the 
report required by paragraph (d) of this section. The 
supplemental report, an original of which shall be 
submitted to the regional office of the Commission for 
the region in which the broker or dealer has its 
principal place of business, the Commission’s principal 
office in Washington, the principal office of the 
designated examining authority for such broker or 
dealer and the office of SIPC, shall be bound 
separately, be dated and be signed manually, and shall 
include the following: 


a * * * = 


(B) For all or any portion of a fiscal year ending in 
1976 and each fiscal year thereafter, comparison of 
amounts reflected in the annual report required by 
paragraph (d) of this section. with amounts reported in 
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the Annual General Assessment Reconciliation (Form 
SIPC-7); 


{(C) Comparison of adjustments reported in ror 
SIPC-7 with supporting schedules and working papers 
supporting adjustments; 


Proof of arithmetical accuracy of the calculations 
reflected in Form SIPC-7 and in the schedules and 
working papers supporting adjustments; and 


(E) Comparison of the amount of any overpayment 
applied with the Form SIPC-7 on which it was 
computed; or 


(F) If exclusion from membership is claimed, the 
accountant shall review the annual report required by 
paragraph (d) of this section for all or any portion of a 
fiscal year ending in 1976 and each fiscal year 
thereafter to ascertain that the Certification of 
Exclusion from Membership (Form SIPC-7) was 
consistent with the income reported. 


(f) * * * 


(2) Designation of accountant. 

(i) Every broker or dealer which is required by 
paragraph (d) of this section to file an annual report o 
financial statements shall file no later than Decemb 
10 of each year a statement with the Commission 
principal office in Washington, D.C., the regional 
office of the Commission for the region in which its 
principal place of business is located and the principal 
office of the designated examining authority for such 
broker or dealer. Such statement shall indicate the 
existence of an agreement: dated no later than 
December 1, with an independent public accountant 
covering a contractual commitment to conduct the 
broker's or dealer’s annual audit during the following 
calendar year. 


(ii) The agreement may be of a continuing nature, 
providing for successive yearly audits, in which case 
no further filing is required. If the agreement is for a 
single audit or if the continuing agreement previously 
filed has been terminated or amended, a new state- 
ment must be filed by the required date. 


(iii) The statement shall be headed ‘’Notice pursuant 
to Rule 17a-5(f)(2)’’ and shall contain the following 
information. 


(A) name, address, telephone number and registra- 
tion number of the broker or dealer; 


(B) name, address and telephone number of if 
accounting firm; 





nN (Form , 
(C) the audit date of the broker or dealer for the year 


mpvered by the agreement. 






‘, 
* sana T'liv) Any broker or dealer which is exempted from the 
requirement to file an annual audited report of finan- 
cial statements shall nevertheless file the notice 
culations | specified herein indicating the data as of which the un- 
ules and audited report will be prepared. 


(v) Notwithstanding the date of filing specified in 
payment paragraph (f)(2)(i), every broker or dealer shall file the 

it was | notice provided for in paragraph (f)(2) within 30 days 
following the effective date of registration as a broker 


or dealer. 
ned, the * * * * * 
juired by 
tion of a . ™ 
cal year | '9) r 
ation of i" - ” 
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(iv) in obtaining and maintaining physical possession 
or control of all fully paid and excess margin securities 
of customers as required by 8 240.15c3-3. Such review 
shall include a determination as to the adequacy of the 
procedures described in the records required to be 
sired by maintained pursuant to 8 240.15c3-3(d)(4). 


report of re e * . 
lecemb ad ‘ ; 
mission ) A material inadequacy in the accounting system, 


regional internal accounting controls, procedures for safe- 
which its | guarding securities, and practices and procedures re- 
principal | ferred to in paragraph (g)(1) which is expected to be 
for such | ‘eported under these audit objectives includes any 
cate the | Condition which has contributed substantially to or, if 
ter than | @ppropriate corrective action is not taken, could 
countant | "easonably be expected to (i) inhibit a broker or dealer 
duct the | ‘fom promptly completing securities transactions or 
following promptly discharging his responsibilities to customers, 
other brokers and dealers or creditors; (ii) result in 
material financial loss; (iii) result in material misstate- 
} nature, ments in the broker’s or dealer’s financial statements; 
lich case | °% (iv) result in violations of the Commission's record- 
t is fora }) Keeping or financial responsibility rules to an extent 
reviously | that could reasonably be expected to result in the 


sw state- | Conditions described in paragraphs (g)(3)(i), (ii) (iii) of 
this section. 


pursuant 
following | §240.17a-10 Report of revenue and expenses. 


(a) (1) Every broker or dealer exempted from the filing 
registra- | 'equirements of paragraph (a) of § 240.17a-5 shall, not 
later than 17 business days after the close of each 
alendar year (commencing with calendar year 1977), 
le the Facing Page, a Statement of Income (Loss) and 
alance sheet from Part IIA of Form X-17A-5 (8 










r of t 


249.617 of this chapter) and Schedules | and II of Form 





X-17A-5 (8 249.617 of this chapter) for such calendar 
year. 


(2) Every broker or dealer subject to the filing 
requirements of paragraph (a) of 8 240.17a-5, shall 
submit Schedules | and Il of Form X-17A-5 (§249.617 
of this chapter) with its Form X-17A-5 (8 249.617 of 
this chapter) for the calendar quarter ending December 
31 of each year. 


(3) Every broker or dealer subject to the filing 
requirements of paragraph (a) of § 240.17a-5 which has 
gross revenue related to the securities business which 
equals or exceeds $10 million for the calendar year 
shall not later than 17 business days after the close of 
each calendar year (commencing with calendar year 
1977), submit Schedule |, II and Ill of Form X-17A-5 
(8249.617 of this chapter) with its submission of Form 
X-17A-5 (8 249.617 of this chapter) for the calendar 
quarter ending December 31 of each year. Every broker 
or dealer subject to the requirements of this paragraph 
(a) (3) shall submit Schedule Ill of Form X-17A-5 (§ 
249.617 of this chapter) within 60 calendar days after 
the close of each year. 


(b) The provisions of paragraph (a) of this section shall 
not apply to a member of a national securities 
exchange or a registered national securities association 
which maintains records containing the information 
required by Form X-17A-5 (8 249.617 of this chapter) 
as to each of its members, and which transmits to the 
Commission a copy of the record as to each such 
member pursuant to a plan, the procedures and 
provisions of which have been submitted to and 
declared effective by the Commission. Any such plan 
filed by a national securities exchange or a registered 
national securities association may provide that when a 
member is also a member of one or more national 
securities exchanges, or of one or more national 
securities exchanges and a registered national 
securities association, the information required to be 
submitted with respect to any such member may be 
transmitted by only one specified national securities 
exchange or registered national securities association. 
For the purpose of this section, a plan filed with the 
Commission by a national securities exchange or a 
registered national securities association shall not 
become effective unless the Commission, having due 
regard for the public interest, for the protection of 
investors, and for the fulfillment of the Commission’s 
functions under the provisions of the Act, declares the 
plan to be effective. Further, the Commission, in 
declaring any such plan effective, may impose such 
terms and conditions relating to the provisions of the 
plan and the period of its effectiveness as may be 
deemed necessary or appropriate in the public interest, 
for the protection of investors, or to carry out the 
Commission's duties under the Act. 
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(d) In the event any broker or dealer finds that it 
cannot file the annual report required by paragraph (a) 
of this section within the time specified without undue 
hardship, it may file with the Commission’s principal 
office in Washington, D.C., prior to the date upon 
which the report is due, an application for an extension 
of time to a specified date which shall not be later 
than 60 days after the close of the calendar year for 
which the report is to be made. The application shall 
state the reasons for the requested extension and shall 
contain an agreement to file the report on or before the 
snecified date. 


§ 240.17a-11 Supplemental current financial and 
operational reports to be made by certain 
exchange members, brokers and dealers. 


(a) Every member, broker or dealer subject to § 
240.15c3-1, whose net capital at any time is less than 
the minimum required by any capital rule to which 
such person is subject and every member, broker or 
dealer subject to § 240.15c3-1 whose total outstanding 
principal amounts of satisfactory subordination agree- 
ments exceeds the maximum allowable for a period in 
excess of 90 days in accordance with the provisions of 
§ 240.15c3-1(d), shall: 


(1) Give telegraphic notice as set forth in paragraph (f) 
of this section that such person’s net capital is less 
than is required by any such capital rule, identifying 
the applicable net capital rule or rules or that such 
persons’s total outstanding principal amounts of 
satisfactory subordination agreements exceeds the 
maximum allowable in accordance with the provisions 
of § 250 15c3-1(d). The notice shall be given on the 
same day that such person’s capital becomes less than 
required by any of the aforesaid rules to which such 
person is subject or, with respect to the total 
outstanding principal amounts of satisfactory sub- 
ordination agreements, on the first day upon which 
such amount has exceeded the maximum allowable for 
a period in excess of 90 days. 


(2) Within 24 hours thereafter file Part Il or Part IIA of 
Form X-17A-5 (8 249.617 of this chapter) as 
determined in accordance with the standards set forth 
in § § 240.17a-5(a) (2) (ii) and (a) (2) (iii), and such 
supplementary information as may be required. 


10) (1) If a computation made by a broker or dealer 
pursuant to the requirements of § 240.15c3-1(c) 
shows, at any point during the month that his 
aggregate indebtedness is in excess of 1,200 per 
centum of his net capital, or that his total net capital is 
less than 120 per centum of the minimum net capital 
required of him, such person shall file a report on Part 
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ll or Part IIA of Form X-17A-5 (8 249.617 of this 
chapter) as determined in accordance with the 
standards set forth in sections 240.17a-5 (a) (2) (ii) ara 
(a) (2) (iii), within 15 calendar days after the end oM 
each month thereafter until 3 successive months shall 
have elapsed during which his aggregate indebtedness 
does not exceed 1,200 per centum of his net capital, 
and his total net capital does not fall below 120 per 
centum of the minimum net capital required of him. 


(2) If a computation made by a member, broker or 
dealer to § 240.15c3-1(f) shows, at any point during 
the month, that his net capital is less than 6 percent of 
aggregate debit items computed in accordance with § 
240.15c3-3 Exhibit A: Formula for the Determination of 
Reserve Requirements, or that his total net capital is 
less than 120 per centum of the minimum net capital 
required of him, such broker or dealer shall file a report 
on Part Il or Part IIA of Form X-17A-5 (8 249.617 of 
this chapter) as determined in accordance with the 
standards set forth in § § 240.17a-5 (a) (2) (ii) and (a) 
(2) (iii), within 15 calendar days after the end of each 
month thereafter until three successive months shall 
have elapsed during which his net capital is not less 
than six percent of aggregate debit items computed in 
accordance with § 240.15c3-3 Exhibit A, and his total 
net capital does not fall below 120 per centum of the 
minimum net capital required of him. 


(3) * * * 


(4) If a member, broker or dealer subject to the 
requirements of § 240.15c3-1(e) (2) (x) (F) (3), § 
240. 15c3-1(c) (2) (x) (B) (7) or 8 240.15c3-1d(c) (2) fails 
to comply with the financial responsibility standards 
set forth in any of the above provisions, such member, 
broker or dealer shall immediately give notice of such 
event as specified in such provision. 


* * * * * 


§ 240.17a-13 Quarterly security counts to be 
made by certain exchange members, brokers and 
dealers. 


* * * * * 


.b) * * * 


(5) Record on the books and records of the member, 
broker, or dealer all unresolved differences setting 
forth the security involved and date of comparison in a 
security count difference account no later than 7 
business days after the date of each required quarterly 
security examination, count, and verification i 

accordance with the requirements provided a 
paragraph (c) of this section. Provided, however, Th 

no examination, count, verification, and comparison 
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for the purpose of this section shall be within 2 months 
-of or more than 4 months following a prior 
amination, count, verification, and comparison made 
ereunder. 


§ 240.17a-19 Form X-17A-19 Report by national 
securities exchanges and registed national secu- 
rities associations of changes in the membership 
status of any of their members. 


(a) Within 24 hours of the occurrence of the initiation 
of the membership of any person, or the suspension or 
termination of the membership of any member for 
which it is the designated examining authority, (unless 
a notice of such event previously has been filed) or 
upon learning that one or more of such events will 
occur, every national securities exchange and every 
registered national securities association shall give 
telegraphic notice of events required to be reported 
pursuant to Section 240.17a-19 to the Commission at 
its principal office in Washington, D.C., the Regional 
Office of the Commission for the region in which the 
member has its principal place of business, and the 
Securities Investor Protection Corporation. 


(b) Every national securities exchange and every 
gistered national securities association shall file with 
e Commission at its principal office in Washington, 

D.C., the Regional Office of the Commission for the 

region in which the member has its principal place of 

business, and the Securities Investor Protection 

Corporation such information as is required by 

§249.635 of this chapter on Form X-17A-19 within 5 

business days of the occurrence of the initiation of the 

membership of any person, or the suspension or 
termination of the membership of any member (unless 

a notice of such event previously has been filed) or 

promptly upon learning that one or more of such 

events will occur. Nothing in this section shall be 
deemed to relieve a national securities exchange of its 
responsibilities under § 240.17a-5(b) (5) except that to 
the extent a national securities exchange promptly 
files a report on Form X-17A-19 including therewith, 
inter alia, information sufficient to satisfy the 
requirements of § 240.17a-5(b) (5), it shall not be 
required to file a report pursuant to § 240.17a-5(b). 

Upon the occurrence of the events described in this 

paragraph, every national securities exchange and 

every registered national securities association shall 
notify in writing such member of its responsibilities 

under § 240.17a-5 (b). 


§ 240.17a-20 Monitoring effect of competitive 
mmission rates. 





(a) (1) Every broker or dealer subject to the filing 





requirements of paragraph (a) of § 240.17a-5 shall file, 
not later than 17 business days after the close of each 
calendar quarter, a report of its revenues and expenses 
and related financial and other information for each 
calendar quarter on Form X-17A-5 (8 249.617 of this 
chapter.) 


(2) The provisions of paragraphs (a) (1) of this section 
shall not apply to a member of a national securities 
exchange or a registered national securities association 
if said exchange or association maintains records 
containing the information required by § 249.617 of 
this chapter on Form X-17A-5 as to such member, and 
transmits to the Commission a copy of the records as 
to such member pursuant to a plan, the procedures 
and provisions of which have been submitted to and 
declared effective by the Commission. Any such plan 
filed by a national securities exchange or a registered 
national securities association may provide that when a 
member is also a member of one or more national 
securities exchanges, or of one or more national 
securities exchanges and a registered national 
securities association, the information required to be 
submitted with respect to any such member may be 
submitted by only one designated national securities 
exchange or registered national securities association. 


For the purpose of this section, a plan filed with the 
Commission by a national securities exchange or a 
registered national securities association shall not 
become effective unless the Commission, having due 
regard for the fullfillment of the Commission’s 
functions under the provisions of the Act, declares the 
plan to be effective. Further, the Commission, in 
declaring any such plan effective may impose such 
terms and conditions relating to the provisions of the 
plan and the period of its effectiveness as may be 
deemed necessary or appropriate in the public interest, 
for the protection of investors, or to carry out the 
Commission's duties under the Act. 


(3) Individual reports filed pursuant to paragraph (a) of 
this section are to be considered nonpublic inform- 
ation, except in cases where the Commission 
determines that it is in the public interest to direct 
otherwise. 


(b) On written request of any national securities 
exchange, registered national securities association, 
broker or dealer, or on its own motion, the 
Commission may grant an extension of time or an 
exemption from any of the requirements of § 
240.17a-20 or § 249.617 (Form X-17A-5) of this 
chapter either unconditionally or on specified terms 
and conditions. 


§ 240.15c3-3 Customer protection—reserves and 
custody of securities. 
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(4) A broker or dealer which is subject to the 
requirements of section 240.15c3-3 with respect to 
physical possession or control of fully paid and excess 
margin securities shall prepare and maintain a current 
and detailed description of the procedures which it 
utilizes to comply with the possession or control 
requirements set, forth in this section. The records 
required herein shall be made available upon request to 
the Commission and to the designated examining 
authority for such broker or dealer. 


* * * * * 


§ 249.617 Form X-17 A-5, Information required of 
certain brokers and dealers pursuant to § 17 of 
the Securities Exchange Act of 1934 and § 
240.17a-5, § 240.17a-10, & 240.17a-11 and § 
240.17a-20 of this chapter. 


Appropriate parts of this form shall be used by every 
broker or dealer required to file reports under § 
240.17a-5 (a), (b), and (d), 8 240.17a-10(a), § 
240.17a-11, and § 240.17a-20(a) of this chapter. 


§ 249.618 Form X-17A-10, annual report of 
revenue and expenses to be filed by brokers and 
dealers pursuant to Section 17 of the Act and § 
240.17a-10 of this chapter. 


[Revoked] 


§ 249.636 Form X-17A-20 Monitoring effect of 
competitive commission rates—revenue and ex- 
pense information. 


Statutory Basis and Competitive Considerations 


The amendments to § 240.17a-4, 8 240.17a-5, 
§ 240.17a-10, 8240.17a-11, § 240.17a-13, 8240.17a- 
19, § 240.17a-20, § 240.15c3-3, and § 249.617, and the 
revocation of § 249.618 and 8 249.636 are effected 
pursuant to §§ 15, 17 and 23 of the Securities 
Exchange Act of 1934 ("’the Act’’) (15 U.S.C. 
§ § 780, 78q, 78w). The Commission has determined 
that the amendments impose no burden on competi- 
tion not necessary or appropriate in furtherance of the 
purpose of the Act and are noi inconsistent with the 
public interest or the protection of investors, as the 
amendments lessen any existing burden on com- 
petition by reducing the number and frequency of 
reports required to be filed by brokers and dealers. 


Effective Date 
The amendments adopted herein are effective June 30, 


1977. A primary effect of the amendments adopted 
herein is to integrate the reports previously required on 
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Form X-17A-10 (8 249.618) and Form X-17A-20 
(§ 249.636) into the reports filed on Form X-17A- 
(8 249.617). In order to provide a complete and con® 
sistent data base for calendar year 1977 and thereby 
permit the elimination of Form X-17A-10 (§ 249.618) 
and Form X-17A-20 (8 249.636), reports for the first 
calendar quarter must be filed on the revised income 
statement of Part Il or Part IIA of Form X-17A-5 
(§ 249.617).© Although the utilization of the amended 
income statement may be inconvenient for certain 
firms, the alternative is the filing of separate reports on 
Form X-17A-10 and Form X-17A-20 for calendar year 
1977. Because the revised income statement in- 
corporated the data presently required by Form X-17A- 
20, brokers and dealers will not be required to file such 
report for the first calendar quarter of 1977. 


Request for Comments 


The Commission is interested in receiving comments 
on all aspects of the FOCUS reporting system, and in 
particular, with respect to an appropriate definition of 
the term ‘‘adequacy” as that term is used in revised 
§ 240.17a-5(g)(1)(iv). 


Written comments should be submitted in triplicate on 
or before May 30, 1977. Comments should be 
addressed to George A. Fitzsimmons, Secretary, 
Securities and Exchange Commission, 500 No 
Capitol Street, Washington, D.C. 20549. 








Comments should refer to File No. S7-691 and will be 
available for public inspection. 


By the Commission. 
George A. Fitzsimmons 
Secretary 
APPENDIX A 
Part Il 
Statement of Revenue and Expenses 


Part I 








SCertain of the self-regulatory organizations have 
printed the revised income statement, and will be dis- 
tributing it to their members to be utilized in conjunc- 
tion with the first calendar quarter reports. Those firms 
which use the present version of the income statement 
for the first calendar quarter report will be required 
refile the data in the amended format as an attachme 
to the report filed for the second calendar quarter. 
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Revenue and Expenses 


a, 1b, 1c, 1d, 1¢c—Report commissions earned on all 
| gency equity and debt transactions including 

on-inventory principal transactions. Commissions 
earned on introduced accounts carried by other 
brokers and on omnibus accounts carried for other 
brokers should be reported net. Commissions earned 
on listed option transactions executed on a _ national 
securities exchange are to be reported at Item 1c. 
Commissions earned on over-the-counter option trans- 
actions are to be reported at Item 1d. Premium 
revenues earned on option transactions are to be 
reported as “other revenue related to the securities 
business;”’ Item 10. 


2—Report realized and unrealized gain (loss) on secu- 
rities held for sale in the ordinary course of business 
and not identified as held for investment. Dividends 
and interest income on securities in trading accounts 
shall be treated as an adjustment to gain (loss). 
Amounts reported shall not be reduced by any alloca- 
tion of Federal income taxes. 


Gain (loss) from market-making activities in exchange 
listed securities is to be reported in Item 2a in the blank 
provided, and does not include gain (loss) from 
specialist activities on a national securities exchange. 


No , 3b, 3c—Report, as separate items, realized and 
nrealized gain (loss) on securities identified as held 


will be 


ons 


5 have 
be dis- 
onjunc- 
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itement 
uired 
chme 
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for investment. Dividends and interest income shall be 
treated as adjustments to gain or loss. Amounts 
reported shall not be adjusted by any allocation of 
Federal income taxes. 


4—Report the gross profit (loss) from management of 
or participation in underwriting syndicates and selling 
groups. Gross profit (loss) shall be determined as the 
difference between the proceeds of securities sold and 
their purchase price adjusted for discounts, commis- 
sions and allowances received from or given to other 
brokers. Any direct expense which can be associated 
with specific underwriting may also be considered as a 
cost in determining gross profit (loss). In determining 
gross profit (loss), any unrealized loss on securities 
unsold at the time the underwriting account was 
closed shall be considered as a deduction from the 
proceeds of securities sold. 


Employee compensation and employment costs of 
persons working in an ‘‘underwriting department’’ and 
other related expenses of such department shall be 
treated as indirect expenses and not deducted in de- 
termining gross profit (loss). 


im Item 4a, report the profit (loss) from management of 
r 


participation in underwriting syndicates and selling 








groups where the security underwritten is a corporate 
equity security. (‘Equity security’’ shall mean any 
stock or similar security, or any security convertible, 
with or without consideration, into such a security, or 
carrying any warrant or right to subscribe to or pur- 
chase such a security.) 


5—Report total interest income earned on customers’ 
securities and commodities accounts. 


6—Include income from sale of open-end investment 
company shares as retailer and as an underwriter 
including sales of periodic payment plans of the 
installment type and face amount certificates. Exclude 
income from sale and underwriting of shares of 
closed-end investment companies. 


7— Report fees for services to individual and corporate 
customers. The amount to be included as administra- 
tive services, however, shall be limited to fees charged 
to investment companies and periodic payment plans 
other than for investment advisory services. 


8—Report revenues received from research services 
provided to customers for which a fee is levied. 


9—Report income from commissions, fees, and 
principal trading in commodities. The term ‘commo- 
dities’’ includes future commodity contracts and spot 
(cash) commodity contracts. 


70—Other revenue related to the securities business 
includes among other things service charges; proxy 
solicitation fees; subscription fees for periodic publica- 
tions; fees received from private placements of secu- 
rities not registered under the Securities Act of 1933; 
and fees for puts, calls and other option transactions 
not effected on a national securities exchange. 


73— Report total compensation to registered represen- 
tatives. Compensation and costs to be reported for 
such persons shall include amounts determined by 
salary, commission or other basis. 


14—Report all salaries, commissions, bonuses, profit 
sharing contributions, payroll taxes and benefits paid 
to or incurred for all employees except registered 
representatives, general partners, and voting stock- 
holder officers. 


15— Report the total salaries and employee benefits for 
voting stockholder officers and general partners (as 
agreed to in the partnership agreement). Report 
separately in Item 15a interest credited to general and 
limited partners capital accounts; include this amount 
in Item 15. 


16—Report floor brokerage paid to specialists and two- 
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dollar floor brokers. 


77—Report commissions (including floor brokerage) 
and clearance paid to all brokers other than specialists 
and two-dollar floor brokers. Include all commissions 
paid to other brokers on transactions in omnibus ac- 
counts. 


78—Report clearance fees paid to clearing corpora- 
tions, associations, and depositories. 


79—Include the cost of telephones and leased wires; 
postage, stationery; office supplies and forms. 


20—Report the cost of rent, heat, light and main- 
tenance; depreciation and amortization; all other 
equipment rental and general insurance except those 
included in Item 21 and Item 22. 


21—Report general advertising and promotional 
expenses. Include payments to all media to promote 
the respondent and its services to the general public. 
Additionally, report expenditures to make the public 
aware of various investment vehicles and plans which 
do not specifically address an individual firm, fund, or 
enterprise. 


22—\Include interest paid to banks and on customer's 
accounts; on all other unsubordinated and subordi- 
nated borrowings. 


22a—Report total interest paid on subordinated 
liabilities. Subordinated liabilities include: accounts of 





partners subject to equity or subordination agreement; 
subordinated loans and accounts; and secured demand 
notes. 


26—Report all fees paid to regulatory bodies in rac 
to conduct a securities business. Examples of such 
fees are payments for registration of registered repre- 
sentatives, SECO fees, NASD dues, and exchange 
membership dues. Additionally, report all direct 
expenditures to meet reporting requirements imposed 
by regulatory bodies such as legal and audit fees for 
annual audit required by Rule 17a-5 (17 CFR 240.17a-5) 
of the Securities and Exchange Act of 1934 and service 
bureau charges required to complete various surveys 
which are not part of the respondent’s management 
report system. Exclude SIPC assessment from this 
Item. SIPC assessments are to be included in Item 27, 
“Other expenses.’’ Fees paid exchanges on commis- | 
sion revenues are to be excluded from this Item. Fees 
paid exchanges on commissions shall be reported in 
Item 27, ‘‘Other expenses.” 





27—Report all expenses not included in Items 11 
through 25. 


37—The amount reported shall be stated net of any 
applicable tax provisions. 


32—State in a note the nature and amount of any 


material gains or losses and disclose the tax applicable 
to each. 


33— State in a note any material items and disclose the 
tax applicable to each. 
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FOCUS REPORT 


PART Il 





BROKER OR DEALER 





For the period (MMDDYY) from to 
number of months included in this statement 








REVENUES AND EXPENSES 
(X-17A-5, X-17A-10, X-17A-20) 





Revenue: 
Ti Commissions: 
a. Commissions on transactions in listed equity securities 
OXECUTEG ON ANVEXCHANGES ... 2... ccc cece ccc cemscccces $ 
b. Commissions on transactions in exchange listed equity 


securities executed over-the-counter ................0000eee 
c Commissions on listed option transactions 
d All other securities commissions 
e. TPGMI EE UIETEIESS CONUITIISENEIIG. © os 5 kos sie aivic c tied cs a cles ss ore cm apres diane sc eaae.s 
G 
a 














ains or losses on firm securities trading accounts 
From market making in over-the-counter equity securities 
i. (includes gains or (losses) OTC market-making in 
exchange-listed equity securities .... 

b. From trading in debt securities .............. 0... cece ee eee 
Cc. From market making in options on a national securities 

RS MASUCRUIES rats oa etna era als o's) oa oa S che uateminpgee ts a tracs qumae at 
d. From all other trading 
e. SMOMCEREN ONE CSUR foes Shiro a's alas cle etein a ale See's Soest codec wctwene copped ae 
Gains or tosses on firm securities investment accounts 
a. Includes realized gains (losses) ............... 0. cece eee eee 
b. Includes unrealized gains (losses) ............... eee e eee eee 
Ci Total realized and unrealized gains (losses) ............ 0. cece e eee eee eee eee 
Profit or (losses) from underwriting and selling groups 
a. (Includes underwriting income from corporate equity 

1 ) 
TU Tetn Ga Lbs Se TRE RSE Rrra ate h ear 2) 5 ge! dod, chase carci a0e.e) TREO anwar’ + ails Meeaneiee «aes eked 
Revenue from sale of investment company shares ............ 0.0. cece eee eee eens 
Fees for account supervision, investment advisory and 
Gtnistevercanmces 2.58 S5er. 04 He OOT En . acess cccc cece s oo PA Msc 
Reverie Tromt-1rosGarel SGIVICES . ol ee ice keeles cecwecuecctsecceurc« 
Other revenue realted to securities business 
Other revenue 
Total revenue 





















































Expenses: 
13. 


14. 
15. 


Registered representatives’ compensation ............. 0. cece cece eee ee ee eee eens $ 
Clerical and administrative employees expenses ............ 0. cece eee ee ee eee eee eee 
Salaries and other employment costs for general partners, and 
EDEN T Goi CAN oes Fen RT ICO RIE 08 bf «o rstan vd eaisisnl ds pianalinns 4 < aigeiens Sard fa minssueen Siguneicicine’ * 
a. (Includes interest credited to General and Limited 

Partners capital accounts .......... ) 


Floor brokerage paid to certain brokers (see definition) 














ee 
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FOCUS REPORT 
PART II 


REVENUE AND EXPENSES 


17. | Commissions and clearance paid to all other brokers 


(see definition) 
18. | Clearance paid to non-brokers (see definition) 
19. Communications 
Occupancy and equipment costs 
21. Promotional costs 
Interest expense 
a. Includes interest on accounts subject to 


subordination agreements .............. 


23. Losses in error account and bad debts 
24. Data processing costs (including service bureau 
service charges) 
Non-recurring charges 
26. Regulatory fees and expenses 
Other expenses 
28. -Total expenses 


Net Income: 
29. Income (loss before Federal income taxes and 
items below (Item 12 less Item 28) 


30. Provision for Federal income taxes (for parent only) 















































31. Equity in earnings (losses) of unconsolidated subsidiaries 


not included above 


Ce 








a. (After Federal income taxes of ....... 
32. Extraordinary gains (losses) .................. 
a. (After Federal income taxes of ....... 








33. Cumulative effect of changes in accounting principles 














34. Net income (loss) after Federal income taxes and 
GHIA OWANIONY TROIS oo cin ccc doe es gone cokes be Ue eee a AE oe ee $ 
Monthly Income: 
35. Income (current month only) before provision for Federal 
INCOME TAXES ANG'GXEACIOIMGTY MOINS: 6.6.6 .s is jai nis «aps Bhaaroheusia persian, orien = ce mele Fancaop $ 
APPENDIX B exchange are to be reported as Item 1b. Commissions 
earned on over-the-counter option transactions are to 
Part IIA be reported at Item 1c. 
Statement of Revenue and Expenses 2—Report realized and unrealized gain (loss) on secu- 
rities held for sale in the ordinary course of business 
Part llA and not identified as held for investment. Dividends 
and interest income on securities in trading accounts 
Revenue and Expenses shall be treated as an adjustment to gain (loss). 
Amounts reported shall not be reduced by any alloca- 
1a, 1b, 1c, 1d—Report commissions earned on all tion of Federal income taxes. 


agency equity and debt transactions including 
non-inventory principal transactions. Commission earn- 
ed on introduced accounts carried by other brokers 
and on omnibus accounts carried for other brokers 
should be reported net. Commissions earned on listed 
option transactions executed on a national securities 
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3—Report gain (loss) on securities identified as held for 
investment. Dividends and interest income shall be 
treated as adjustments to gain or loss. Amounts re 
ported shali not be adjusted by any allocation of 
Federal income taxes. 
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4—Report on the gross profit (loss) from management 
of or participation in underwriting syndicates and 

lling groups. Gross profit (loss) shall be determined 
fas the difference between the proceeds of securities 
sold and their purchase price adjusted for discounts, 
commissions and allowances received from or given to 
other brokers. Any direct expense which can be asso- 
ciated with specific underwriting may also be con- 
sidered as a cost in determining gross profit (loss). In 
determining gross profit (loss), any unrealized loss on 
securities unsold at the time the underwriting account 
was Closed shall be considered as a deduction from the 
proceeds of securities sold. 


Employee compensation and employment costs of 
persons working in an “underwriting department’ and 
other related expenses of such department shall be 
treated as indicated expenses and not deducted in 
determining gross profit (loss). 


Include the profit (loss) from management of or partici- 
pation in underwriting syndicates and selling groups 
where the security underwritten is a corporate equity 
security. (‘‘Equity security’’ shall mean any stock or 
similar security, or any security convertible, with or 
without consideration, into such a security, or carrying 
any warrant or right to subscribe to or purchase such a 
security.) 


5—Include income from sale of open-end investment 
company shares as retailer and as an underwriter 
including sales of periodic payment plans of the 
installment type and face amount certificates. Exclude 
income from sale and underwriting of shares of 
closed-end investment companies. 


6—Report income from commissions, fees, and 
principal trading in commodities. The term “‘commo- 
dities’’ includes future commodity contracts and spot 
(cash) commodity contracts. 


7— Report fees for services to individual and corporate 
customers. The amount to be included as administra- 
tive services, however, shall be limited to fees charged 
to investment companies and periodic payment plans 
other than for investment advisory services. 


8— Report revenue received from sources related and 
unrelated to the securities business which are not 
included in Items 1 through 7. 


10— Report the total salaries and employee benefits for 
voting stockholder officers and general partners (as 
agreed to in the partnership agreement). 








77—Report all salaries, commissions, bonuses, profit 
sharing contributions, payroll taxes and benefits paid 
to or incurred for all employees except general 
partners, and voting shareholder officers. 


12—Report all commissions paid to other brokers or 
dealers for transactions executed on or off a national 
securities exchange. Include payouts to other broker- 
dealers on commodity transactions. Fees paid 
exchanges on commissions are to be excluded from 
this Item and reported in Item 15, “Other expenses.” 


73—Include interest paid to banks and on customer 
accounts; on all other subordinated and unsubordi- 
nated borrowings. 


73a— Report total interest paid on subordinated liabili- 
ties. Subordinated liabilities include: accounts of 
partners subject to equity or subordination agreement; 
subordinated loans and accounts; and secured demand 
notes. 


74—Report all fees paid to regulatory bodies in order 
to conduct a securities business. Examples of such 
fees are payments for registration of registered repre- 
sentatives, SECO fees, NASD fees, and exchange 
membership dues. Additionally, report all direct 
expenditures to meet reporting requirements imposed 
by regulatory bodies such as legal and audit fees for 
annual audit required by Rule 17a-5 (17 CFR 240.17a-5) 
of the Securities and Exchange Act of 1934 and service 
bureau charges required to complete various surveys 
which are not part of the respondent’s management 
report system. Exclude SIPC assessment, from this 
Item. SIPC assessments are to be included in Item 15, 
“Other expenses.’’ Fees paid exchanges on commis- 
sion revenue are to be excluded from this Item. Fees 
paid exchanges on commissions shall be reported at 
Item 15, ““Other expenses.” 


15—Report all expenses not included in Item 10 
through 14. 


79—The amount reported shall be stated net of any 
applicable tax provisions. 


20—State in a note the nature and amount of any 
material gains or losses and disclose the tax applicable 
to each. 


21.—State in a note any material items and disclose 
the tax applicable to each. 
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FOCUS REPORT 


PART IIA 





BROKER OR DEALER 





For the period (MMDDYY) from to 
Number of months included in this statement 








REVENUE AND EXPENSES 
(X-17A-5, X-17A-10, X-17A-20) 


Revenue: 
a: Commissions: 
a. Commissions on transactions in exchange listed equity 


securities executed on an exchange ....................00- 
Commissions on listed option transactions 
All other securities commissions 


b 
c 
d. Total securities commissions 
G 
a 




































































2: ains or losses on firm securities trading accounts 
From market making in options on a national securities 
Ms OMEN chs Si cere) oe soos s.a a arg shs ind aie wie Le Sinise eieus wa en § 
b. FE STR, 2c Ti RRR a a Pn ie eRe ee 
c EDIE eMMCREU TELERIESD osc a's os cha. 5:0 es cnc vie STOR INIGIS eget © Big woe we 
=f Gains or losses on firm securities investment accounts ................00. eee ee eee 
4. Profit (loss) from underwriting and selling groups .............. 00. c cece eee ee eee 
2. Revenue from sale of investment company shares ............. 0.0.0 cece eee eee eee 
6. (GSE CET 2 72 JT SS aa a ar re ee UR tt ne tr 
i Fees for account supervision, investment advisory and 
Top OSS GES 2716S aa el a am eee eras hres Sr) Leesa eal teed ete ard a ede 
8. oes, pleat te tela ell tl ee cs eemieeteM ie BSP Sivas pr ooh te aa owe ehh ec 
9. UNIAN PREPS IEG 65 2).55 Sis apcsaic: ars si Siansia s, ayslehe ats Sa, anaessto alana ere mie tyes ee cucha reeves ater sere reren 
Expenses: 
10. Salaries and other employment costs for general partners and 
MOLIIG/StOCKTIGIIGOTSTGOIS oss o05 6 ooo secreisce's oan SIREN Le. GR SN $ 
11. | Other employee compensation and benefits ................. 0c cece ee eee eee eee 
12. Commissions paidito:other broker-dealers. .6:) . oc ce. SOR. a 
Wed. " WNPGVRRETOMEIS ING. a 5552 peace essed dae Sass I ae ea Jee Oe 
a. (Includes interest on accounts subject to subordination 
agreements ............ ) 
a4... “ROGUISION een aTIEOXBONSES. ........c. etnswe wens BONS. DA ON A tencnd. er 
ORM Cu cig): 7, a ee REE ro nersncn in coms Perel CO TeP rus eyes Es 
AG. TOU OMMONSES es. osc seem dio SEK as. Se, ROR en ele $ 
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FOCUS REPORT 


PART IIA 


REVENUE AND EXPENSES 


Net Income: 


17. Net income (loss) before Federal income taxes 
and items below (Item 9 less Item 16) 


18. Provision for Federal income taxes (for parent only) 








19. Equity in earnings (losses) of unconsolidated subsidiaries 


not included above 


a. After Federal income taxes of ........... 
20. Extraordinary gains (losses) ................... 
a. After Federal income taxes of ........... 


21. | Cumulative effect of changes in accounting principles 
22. Net income (loss) after Federal income taxes and 


extraordinary items 


Monthly Income: 























23. Income (current month only) before provision for Federal 


income taxes and extraordinary items 











APPENDIX C 
SCHEDULES | & Ill 


Securities and Exchange Commission 
Washington, D.C. 20549 


FORM X-17A-5 Schedules 
GENERAL INSTRUCTIONS 


NOTE TO RESPONDENTS: Schedules | and Ill of 
Form X-17A-5 are calendar year unconsolidated reports 
to be filed by the registrant, as applicable, as a supple- 
ment to the regular fourth quarter Form X-17A-5. 


Brokers or dealers which are exempt from the filing re- 
quirements of paragraph (a) of Section 240.17a-5 are 
to submit, no later than 17 business days after the 
commencement of the calendar year an annual report 
consisting of the Facing Page, balance sheet, and 
Revenue and Expense Statement from Part IIA of 
Form X-17A-5 and Schedule | of Form X-17A-5. 


Schedule / is to be filed by all broker-dealers with their 
fourth quarter submission of Form X-17A-5. Schedule | 
requires the reporting of general information designed 
to measure certain economics and financial character- 
istics of the registrant. 


‘ASchedule III is to be filed by broker-dealers filing Part II 


of Form X-17A-5 with annual gross revenue related to 


the securities business of $10 million or more. Gross 
revenue related to the securities business is defined in 


the instructions to Schedule Ill. 


SCHEDULE | 


7—Firm name refers to the name under which the 
respondent is registered as a broker-dealer pursuant to 
Section 15b of the Securities Exchange Act of 1934. 


2—Report the name(s) of broker-dealers acquired 
through merger, consolidation, asset acquisition, or 
any other means during the course of the reporting 
period. A separate report is to be filed for the acquired 
firm for the period prior to the acquisition. The report 
of the acquiring firm is to include only its information 
for the period prior to the acquisition and the informa- 
tion of the merged or consolidated firm for the period 
subsequent to the acquisition. 


4—The term “‘national securities exchange’ or ex- 
changes shall mean any exchange registered under 
Section 6 of the Securities Exchange Act of 1934. 


5—“‘Equity security’’ shall mean any stock or similar 
security; or any security convertible, with or without 
consideration, into such a security, or carrying any 
warrant or right to subscribe to or purchase such a 
security. 


9a & b—These items are to be completed by only 
carrying firms required to file Part Il of Form X-17A-5. 
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Report total number of public customer accounts, 
regardless of the method by which those accounts are 
cleared. 


The term “public customer’ shall mean any person 
from whom or on whose behalf a broker or dealer has 
received or acquired or holds funds or securities for the 
account of such person, but shall not include a broker 
or dealer, or a general, special or limited partner or 
director or officer of the broker or dealer, or any 
person to the extent that such person has a claim for 
property or funds which by contract, agreement or un- 
derstanding, or by operation of law, is part of the 
capital of the broker or dealer or is subordinated to the 
claims of creditors of the broker or dealer. Omnibus 
accounts carried for other brokers or dealers shall not 
be included in the count of public customer accounts 
(Item 10a) but shall be included under Item 10b. 


Only active public customer accounts will be ‘included 
in the public customer account total. For an account to 
be considered “‘active,”’ it must have a non-zero cash 
or securities balance at the end of the reporting period 
or have had some action (purchase or sale of 
securities, dividend credit, etc.) during the reporting 
period. Omnibus accounts carried for other brokers at 
the end of the reporting period are to be included in 
omnibus account total. 


77—Indicate with ‘‘1’’ the methods by which 
respondent clears its public customer accounts. If 
respondent has no customers, as defined in 70a and 
10b above, respondent is to place a “1” in the “not 
applicable” box. If respondent principally clears its 
public customer transactions through other than a 
broker-dealer place an ‘’1”’ in the “‘other’” box. 


72—Exchange membership is to include associate and 
limited memberships as well as regular memberships. 
See Item 5 description for definition of ‘‘exchange.”’ 


13a & b—Report only full time (full time is defined as 
anyone who works 40 hours or more per week for 
respondent) personnel employed by respondent as of 
the last business day of the year. A full time registered 
representative is any person who works a minimum of 
30 hours per week and spends at a minimum, 50 
percent of his time engaged in effecting transactions 
with public customers on behalf of the respondent. 
The number of employees and registered representa- 
tives is ‘as of’’ the last business day of the year. 


16a, b & c—These items are to be completed only by 
carrying or clearing firms required to file Part II of Form 
X-17A-5. Report the total number of public customer 
transactions executed on a national securities ex- 
change. If basis of count is an actual count place an 
“1"’ in “actual” box. If statistical method is used place 
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an ‘'1" in “estimate” box. 







A transaction is defined as an executed trade whicl 
results in a customer trade confirmation. Therefore 
the count of transactions should be taken from the 
customer side and should not include confirmation 
corrections. For count purposes, several executions at 
the same price which result in one confirmation should 
be counted as one transaction. 


In the case where a firm uses a statement-type con- 
firmation, each item or “‘line’’ should be considered as 
a confirmation for purposes of counting transactions. 
For those exchange transactions in which the 
respondent acts as principal, both street and customer 
sides are counted as separate transactions. For non- 
inventory principal transactions in an over-the-counter 
security, both the purchase for inventory and the sale 
to the customer shall be counted as separate trans- 
actions. Commodity, bond, option, and other trans- 
actions are to be reported in Item 17c. 


For investment company securities transactions in 
which cash or securities are handled by respondent 
(exclude transactions by others such as voluntary or 
periodic payment plans), a count of trade confirma- 
tions should be used to obtain the transaction count. 
The street and customer side are counted as one trans- 
action. For underwriting transactions the takedown 
should be counted as one transaction and the utimat 
sale to customers should be counted based on 
customers’ confirmations (e.g., an underwriting of 
2,000 shares is ultimately sold to five customers counts 
as five trades). For commodity transactions purchase 
or sale of contracts are to be counted as one trans- 
action (e.g., five contracts of a commodity purchased 
in one trade (same price and on the same day) is one 
transaction, subsequent sale as five separate contracts 
(different day or price for each) is five additional trans- 
actions). Do not include clearing house side in count. 


For option transactions the purchase of an option con- 
tract represents a transaction. 


For commercial paper transactions both the purchase 
and sale should be counted as separate transactions. 
Count may be taken from confirmation or acknow- 
ledgement tickets. Items which are not strictly principal 
trades such as private placement sales should be in- 
cluded. Repurchase agreement sales and returns 
should also be included in count. 


Corrections shall be excluded from the transaction 
count. However, an error transaction in, that is a 
transaction where the wrong security was purchased 
and the correct security must later be purchased, is no 

considered a correction. For error transactions, ine 
original transaction and the buy and sell from the error 
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account are to be counted as separate transactions. 


Firms carrying public customer accounts for other 
broker-dealers on a fully disclosed basis are to include 
transactions from those accounts in their number 
count. Firms introducing accounts on a fully disclosed 
basis will report “zero” for these items. 


Although the actual count of transactions is preferred, 
an estimated count may be generated using the follow- 
ing methodology: 


1. Select the specific days for which transactions will 
be counted. 


(a) Randomly selecting one of the first 15 working 
days in the year as the starting date, 


(b) Selecting each 8th working date thereafter 
throughout the entire year, 


(c) Listing these dates in chronological order. This 
should result in a list of exactly 30 dates. (If more than 
this number have been selected, randomly discard 
dates throughout the year until only 30. remain.) 


2. Count and record the transactions for each of the 
above 30 dates in each of the categories requested. 


3. Estimate the annual number of transactions in 
each category by multiplying the aggregate of the 30 
dates test count in each category by 8.3333 to 
annualize the transaction count. 


18—I\nclude both foreign and domestic branch offices. 


SCHEDULE I/II 


Note to Respondent: Schedule Ill is to be filed by 
broker-dealers filing Part .ll of Form X-17A-5 with 
“annual’’ gross revenue related to the securities 
business of $10 million or more for the calendar year. 
Gross revenue related to the securities business is 
defined as total revenue (line 12 of Part Il, Form 
X-17A-5, Income and Expense Statement) less revenue 
un-related to the securities business (line 11 of Part Il, 
Form X-17A-5, Income and Expense Statement). 


Schedule Il/A—Realized Gain [Loss| From Principal 
Transactions in Securities in Trading Accounts 


Schedule IIIA presents a detailed breakdown of the 
gain (loss) total. Gain (loss) (Dividends and Interest 
Income) in securities identified as being held for invest- 
ment purchases in accordance with the provisions of 
the Internal Revenue Code applicable to dealers shall 
not be included in this schedule. 


Dividend and interest income on securities in trading 
accounts shall be treated as an adjustment to gain 
(loss) reported. 


All amounts reported shall not be reduced by allocation 
of Federal income taxes. 


Gains |/loss| from trading in State and local bonds is to 
be broken out between General obligation and 
Revenue bonds. General obligation bonds are those 
bonds which are supported directly or indirectly by the 
full faith and credit of the obligor. Revenue bonds are 
those bonds which can be repaid only from specified 
revenues such as road tolls or rents from leases. 


The subcaption ‘‘Market-Making’”’ refers to all market- 
making and shall be limited to activities in those 
particular securities in which the respondent holds 
himself out (by entering indications of interest in 
purchasing and selling in an inter-dealer quotations 
system or otherwise) as being willing to buy and sell 
securities for his own account on a continuous basis 
otherwise than on a national securities exchange. 


Gains on riskless transactions are not to be included in 
this schedule. 


Schedule //IB—Profit or Loss From Management of 
and Participation in Underwriting Syndicates and 
Selling Groups 


The information called for in columns A and B shall be 
given in accordance with the indicated classifications. 


Sales as principal underwriter of investment company 
securities (other than closed-end investment com- 
panies) shall not be reported in this schedule. 


Column A—Aggregate Cost to the Public of Securities 
Sold 


State the aggregate price paid by public customers for 
securities sold by respondent as member of under- 
writing syndicates, as participant in selling groups, or 
in unregistered block distribution. Securities sold to 
other broker-dealers shall be excluded from the 
amount reported. 


Column B— Gross Profit or Loss 


Gross profit or loss shall be determined as the 
difference between the proceeds of securities sold and 
their purchase price adjusted for discounts, commis- 
sions and allowances received from or given to other 
brokers. Any commissions and allowances received 
from or given to other brokers. Any direct expense 
which can be associated with a specific underwriting 
may also be considered as a cost in determining gross 
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profit or loss. In determining gross profit or loss any 
unrealized loss on securities unsold at the time the 
underwriting account was closed shall be considered 
as a deduction from the proceeds of securities sold. 


Employee compensation and employment costs of 
persons working in an “underwriting department’ and 
other related expenses of such department shall be 
considered as indirect expenses and not deducted in 
determining gross profit or loss. 


7 & 2—Report all underwritings of securities 
registered under the Securities Act of 1933. Under- 
writings made on a firm commitment basis shall be 
reported at caption 1 and other underwritings, such as 
“best efforts” or ‘‘all or none,’’ shall be reported at 
caption 2. 


3— Unregistered block distributions to be reported 
include (1) a public distribution of unregistered 
securities through the facilities of a national securities 
exchange in accordance with the exchange rules 
applicable to ‘Special Offering Plans’’ or ‘Exchange 
Distribution Plans,’’ or a public distribution of listed 
securities over-the-counter in accordance with ex- 
change rules applicable to ‘“‘Secondary Distribution.”’ 
Such distributions are to be reported as underwritings 
regardless of whether the transactions have been 
effected in the capacity of principal or agent. 





4—Respondent’s participation in the underwriting 
and/or selling of state and local bonds is to be broken 
out between General obligation and Revenue bonds. 
For a definition of General obligation versus Revenue 
bonds see instructions for gain (loss) from trading in 
State and Local bonds of Schedule IIIA. 


Schedule ///C —Income From Ohter Sources 


3—Report premium received from non-exchange 
option transactions. 


70—Report all other revenues related to respondent’s 
securities business not previously reported in income 
from other sources, Items 1 thru Items 9. 


Schedule ///D—Securities Positions in Investment, 
Trading and Other Accounts 


NOTE TO RESPONDENTS: This schedule shall be 
used to report long and short positions in securities in 
which respondent has an interest. Securities clearly 
identified as being held for investment in accordance 
with provisions of the Internal Revenue Code 
applicable to dealers in securities shall be reported 
under caption 2, investment accounts. Commodities 
positions in trading and investment account are to be 
included in this. 
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Form X-17A-5 
Schedule | 


INFORMATION REQUIRED OF BROKERS AND DEALERS 
PURSUANT TO SECTION 17 OF THE SECURITIES 


EXCHANGE ACT OF 1934 AND RULE 17a-10 
THEREUNDER 


Securities and Exchange Commission Washington, D.C. 20549 


Report for the Calendar Year 19__ 
if less than 12 months 


Se or 


Report for the period beginning / / ____ sand ending / 


SEC File No. 


8- 





1. 


Name of respondent: 
























































2. Name(s) of broker-dealer(s) merging with respondent during reporting period: 
Official use only 
NAME: 
‘NAME: 
NAME: 
NAME: 
3. | Respondent conducts a securities business exclusively with registered broker-dealers: 
(enter applicable code 1=Yes 2=No) 
4. Respondent is registered as a specialist on a national securities exchange: 
(enter applicable code 1=Yes 2=No) 
5. Respondent makes markets in the following securities: 
(a) equity securities ..................... (enter applicable code 1=Yes 2=No) 
MRT OS on (enter applicable code 1=Yes 2=No) 
(c) other debt instruments ............... (enter applicable code 1=Yes 2=No) 
6. Respondent is registered solely as a municipal bond dealer: 
(enter applicable code 1=Yes 2=No) 
7. | Respondent is an insurance company or an affiliate of an insurance company 
(enter applicable code 1=Yes 2=No) 
8. Respondent carries its own public customer accounts 
(enter applicable code 1=Yes 2=No) 
9. Respondent's total number of public customer accounts 


(carrying firms filing Part Il of Form X-17A-5 only) 
(SP (PONE CUStOINGr AECOUINS . 5 os enc ccnp ccce ms soa Le cancant ase menenganes 
CEse CILMI SOUMINIERE co oc oe | cd cee aa ae uae cca aes Raine nee saan 
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Form X-17A-5 
Schedule | 


10. Respondent clears its public customer and/or proprietary accounts 
(enter applicable code 1=Yes 2=No) 





11. Respondent clears its public customer accounts in the following manner: 
(enter a ‘'1"’ in appropriate boxes) 








(a) Direct Mail (New York Stock Exchange Members only) ...............00eeeeeeees 
I ha ccin «sare Gc wid aie & eR ms tole Ra ae hee nes cd a 
ee oc 56 yor Sante & fod in: vw 0: 65-9 wd OE ge ental i aera Ta ca a 266.5 o 
III 5.0 tt ah ds 0 a5 a pens equ nicamets Sv rleiadent REG W Ee Relea ET eae Rew oe ek xs 
iio ya gt n oe ah alot A tN a ag a oe ea 
If other please describe: 

en hia gg kk Sie a a cg & 4 kN NO aR RAN EE IR aaa ak Gad 





12. (a) Respondent maintains membership(s) on national securities exchange(s): 
(enter applicable code 1=Yes 2=No 
(b) Names of national securities exchange(s) in which respondent maintains 
memberships (enter an ‘’1"’ in appropriate boxes) 


I atic i Ss te ha a er RR as 
a Do AS ey eye en See er meer vance ee, Memes ratte LIT re Cr ee Wee eer ater ip ay 
1) OTC: 0, RA on en a SE Ve pmax Dru BT Pe neta gH eT rw eae eye DE IT OL 


a i alan liga ae a ae RR eee 
i al aa a ae aa 
LER TE a ar a ROR PROP RT TR re Peet ety Rs ech ey Eh epee pent aad ent ata 
RE Rr en ar mec ee OP ts er errr. 
NUD PN icles cig terete ese w eialavond Seat etonere Orato CETTE MINT Tenino mia a eee 
RS) WORSE > ..5c bee ce SSN ee I oe Pes .0. 25. barman ck 








13. Employees: (a) Number of full-time employees .................. 0. ccc cece eee ees 
(b) Number of full-time registered representatives 
employed by respondent included in 13(a) ...................000005 





14. Number of NASDAQ stocks in which respondent makes market .................0205: 





15. Total number of underwriting syndicates respondent was a member ................... 





16. Number of respondent's public customer transactions: Actual 
(Carrying or clearing firms filing Part Il of Form X-17A-5 only) Estimated 


(a) equity securities transactions effected on a national 

I 9 rae k bei kd dane o ewes eee ie te Melatehns becuky peeked 
(b) equity securities transactions effected other than 

sek ccs cay Eberaaeae ke osdvvepuy ceweeumeds 
(c) commodity, bond, option, and other transactions effected on 

OF OTF GST SOC GINO. ww oii EL RE Le RP ie 





17. Respondent is a member of the Securities Investor Protection Corporation 
(enter applicable code 1=Yes 2=No 








18. Number of branch offices operated by respondent ............. 0.000: c cece cece eeeees 
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Part | 
19. Respondent is an affiliate or subsidiary of a foreign broker-dealer or bank 
(enter applicable code 1=Yes 2=No 
20. (a) Respondent is a subsidiary of a registered broker-dealer 
(enter applicable code 1=Yes 2=No) 
(b) Name of parent 
21. 


Respondent is a subsidiary of a parent which is not a registered broker or dealer 
(enter applicable code 1=Yes 2=No) 
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Securities and Exchange Commission 
Washington, D.C. 20549 


Form X-17A-5 





Schedule Ill 








Schedule Ill is to be filed by broker-dealers filing 
Part Il of Form X-17A-5 with ‘‘annual’’ gross 
revenue related to the securities business of $10 
million or more for the calendar year. Gross 
revenue related to the securities business is 
defined as total revenue (line 12 of Part Il, Form 
X-17A-5, Income and Expense Statement) less 
revenue unrelated to the securities business (line 
11 of Part Il, Form X-17A-5, Income and Expense 
Statement). 





INDEX 
Schedule IIIA 
Schedule IIIB 
Schedule IlIC 
Schedule IlID 





Name of Broker or Dealer 








Form X-17A-5 Schedule III-B 





PROFIT OR LOSS FROM MANAGEMENT OF AND PARTICIPATION 
IN UNDERWRITING SYNDICATES AND SELLING GROUPS 


















































































Aggregate Cost to 
the Public of p Picea 
CLASSIFICATION OF UNDERWRITINGS Securities Sold by ee 
R (Coil. B) 
espondent 
(Col. A) 
1. Firm commitment underwriting of registered corporate securities: OMIT pis: 4 
%, | 
Sea MC ota (oat a Ta ielie of 6 “a 18. @) So Ses, m0) toe ny ra a $s 8800 |$ 8821 
Di Pt SC OER a os. ania i cavecsnmsnionle 3 a sae ale Sie a te 8801 882z 
ce NE EOE NOES 5: aig. a) «neo! wom 10) wher Shin ve Jae 8802 8a23 |22 
| 2. Other underwriting of registered corporate securities (e.g., best | 
efforts underwriting, direct placements) , ..,.,... ce ececwce |. 8803 8824 
i 
3. UNREGISTERED block distributions (as principal or agent ) | 
secondaries, exchange distributions, special offerings ...... 8804 8825 
4. Total corporate securities (Ic+#2+3),........000 0 eee 8805 8826 
5. Goverment securities: 
Merle CENCOMINOUE fe. 5 Soo ce ck 6 aS Swe lee ee Oe 8 8806 8827 
b. State and local 
| v 
| t-- General obligation bonds: . . 5 6 ee ee ee + 8807 8828 
i 
POA 8 a ae eer ier ser een eee ae 8808 8629 
| + 
: ce. Other government securities... 26 ei ee ee oe 8809 8830 |23 
| ar. Sees. Sapa Ole Ge) os wo «oes ela a alee) eters 8831 
4 
| Yj 
i 6. Total (Column A only ) Yj 
(Total of lines (445d) «2 eee ee eee eee eee eens $ YY 
Uy 
AG). BOCES CU OLUROM DLORORE a cg ea as oe eC eS 
(Total of lines 4454) 8841 





MMM 
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Form X-17A-5 Schedule III-A 








REALIZED GAIN (LOSS) FROM PRINCIPAL 
TRANSACTIONS IN SECURITIES IN TRADING ACCOUNTS 





SECURITY 


T 
EXCHANGES | otc 
(COL. A) | (COL. B) 





1. Government Securities: 


a. U.S. Government 


b. State and Local 


1. General Obligation bonds 
2. Revenue Bonds 


2. Market-Making: 
a. Stocks Listed on an Exchange 


b. Options 
SOAR Gener Seecns. 6s SS eS, ww ee 
d. Debt Securities 


©. Subcoteal (atzeiveer7d). .. « « s«2 6 se bs 8 
3. Trading for Respondent’s Account (other than trading in firm’s 


snvestment accounts and trading reported above ): 





a. Stocks Listed on an Exchange 


b. All Other Stocks 
c. Options 


d. Block Trading 


ee 


e. Other Trading 


f. Subtotal (3a43b+¢3c+3d43e) «se eee ee eee eee 


4. Realized Gain (Loss )(1d+2d+3f) 


of Lane hewcccccccocecccoececoecece . 





Oe ee Cee [a me oe wei, es 8 ee 


+ 6.810 Pi eo 6 6° 6 2 & © 
C0 © SE £1 CSS OS DR SUNS Sew 


oe es eT ee ES 6 ee te 6 ee le CS 


oo 2 @ @ @ 8 @ @ @ © 6 6 @.4 BO we OR 


» eee @ @€ @°@ 6 €¢€ © © 8 Ss @ 8 


8 © © © we we we ew ew we ew 


5; Total Realized Gain (Loss) (Add Col A and Col. B 


| 
OMTLT—C-E NR TS 





f 
Beit is 
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Form X-17A-5 Schedule III-C 








INCOME FROM OTHER SOURCES 
[ SECURITIES BUSINESS ONLY } 















Ww 


im 


10. 


11. 


. Income from commercial paper operations 


Suliseription fees tor periodic publications . . .. sec cbc meee es ew ects 


Fees received from private placements of securities not registered under the Securities 
ReUa eae he trees. ols Ta terce vt ward She oBeciass: ote ter an ee tae aueiae ce ee neue 


Fees for puts, calls, other option transactions not conducted on a national securities 
CIEE rare of CES i ItES 6 oa 1b 6 (6 oe SOR ee ice emaal | 


oe Oe 608 eye 6). 0 65 & Je 


Proxy solicitation fees 


SG te «¢ & € 0 6 © & @ €¢ © & Le eS 4 16 16) Benno ene Chew téhe oo@ (be ese 


OO Re i i Om et Loe ae 


Nonrecurring income 


Consulting fees for mergers and acquisitions (include finders fees). .......00% 


Other revenues related to securities business not included above -..... eo ees 


Total other revenue related to securities business - items 1 thru 10 - ecccccccccccecs 





OMIT-CENTS 








8870 








8871 








8872 








8873 





8874 





8875 








8876 








v 
8877 |25 








8878 








8879 
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Séee Xo17A-S Schedule III-D 








SECURITIES AND COMMODITIES POSITIONS IN 
INVESTMENT, TRADING, AND OTHER ACCOUNTS 





LONG 
POSITIONS 
(COL. A) 





| 

| SHORT 
POSITIONS 
| (COL. B) 
| 
] 





ee a ne ee 








1. Trading Accounts: 
As. SSESCKB ik se GO as ree 8910 
bs “@pbions: «a: «ic. Lee ae ce eee. 8915 
c. Corporate bonds (includes convertibles) 8911 
d. U.S. Government securities. ...... 8912 
e. State, local and all other government 
BECURTERES sie oe fe So ee 8913 
f. Total trading accounts (latlb+lc+ld+le) 8914 
: 2. Investment Accounts: 
| are 8919 
Ds OpChons rs ccrsey- eee) fo. bene xo t's ation ore oe 8924 
| c. Corporate bonds (includes convertibles) 8920 
d. U.S. Government securities. .... 8921 
e. State, local and all other government 
SECUTTETES. 66a) 6 Se 6 Boers ee 8922 
| f. Total investment accounts . . . « « « « 8923 
| (2a+2b+2c+2d+2e) 
3. Other Accounts: 
Ay PCOMMOOEELED 46 is)e és as. vs Se, ee ce 8928. 
Ds SOIMESACCOURES:., 16. 6s Ss a ee oe es 8929 
Ooo CRP UCATMACCOGRES S 6: ie el ee RS 8939 





OMIT CENTS 





8940 
8945 
8941 
8942 | 





8943 
8944 


8949 
8954 
8950 
8951 


8952 
8953 


8958 
8959 
8960 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 13463/April 25, 1977 


Administrative Proceeding File No. 3-5140 
In the Matter of 
NICHOLAS CHIOLA 


FINDINGS AND ORDER IMPOSING 
REMEDIAL SANCTIONS 


In these proceedings under the Securities Exchange 
Act of 1934' (“Exchange Act’’) an offer of settlement 
has been submitted by Nicholas Chiola (‘Chiola’’). 
Under the terms of the offer, Chiola waived a hearing 
and post-hearing procedures. 


From 1968 to on or about May 9, 1975, Chiola was 
employed at Mesirow & Co. (‘‘Registrant’’), a 
registered broker-dealer, first as cashier and, from 
1971, as operations manager. 


Solely for the purpose of these proceedings and any 
other administrative proceedings brought by the 
Commission or any other Governmental or self- 
regulatory agency pursuant to Sections 15(b), 19(h) (2) 
and 19(h)(3) of the Exchange Act, Chiola consents to 
findings of willful violations as alleged in the order for 
proceedings and to the entry of an order imposing a 
specified sanction. After due consideration of the offer 
of settlement and upon the recommendation of its 
staff, the Commission has determined to accept the 
offer. On the basis of the order for proceedings and 
the offer of settlement, it is found that: 


1. Chiola willfully aided and abetted violations of 
Section 17(a) of the Exchange Act and Rule 17a-3 
‘thereunder in that Chiola caused false entries to be 
made to certain accounts on the Registrant's books 
and records to conceal diversions in excess of $100,000 
from the Registrant’s bank acGounts to his own 
account during a period beginning in or about May, 
1973, and ending in or about May, 1975. 


2. On or about September 17, 1976, by an Order of 
Judgment and Commitment entered in the United 
States District Court for the Northern District of 
Illinois, Chiola was committed to the custody of the 
Attorney General for a period of two years following 
the entry of a plea of guilty to a one-count indictment 
alleging violations of Section 17(a) of the Exchange 
Act and Rule 17a-3 thereunder, as alleged in the Order. 





va ‘In the matter of Nicholas Chiola, instituted December 
Ry 16, 1976. 








The offer of settlement provides that Chiola be barred 
from association with any broker or dealer, investment 
company or investment adviser or affiliate thereof. 


In view of the foregoing, it is in the public interest to 
impose the sanction specified in the offer of 
settlement. 


Accordingly, IT IS ORDERED that Chiola be and 
hereby is, barred from association with any broker or 
dealer, investment company or investment adviser or 
affiliate thereof as of the date of this order. 


For the Commission, by the Office of the Secretary, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Rel. No. 13464/April 25, 1977 


Administrative Proceeding File No. 3-5155 
In the Matter of 


BERNARD TERRANCE TIERNEY 
6571 South Vine Way 
Littleton, Colorado 80121 


ORDER IMPOSING REMEDIAL SANCTIONS 


In these broker-dealer proceedings under the Securities 
Exchange Act of 1934 (Exchange Act),' Bernard 
Terrance Tierney (Tierney), without admitting or 
denying the allegations in the order for proceedings, 
has submitted an offer of settlement which the 
Commission has determined to accept. 


On the basis of the order for proceedings and the offer 
of settlement, it is found: 


1. That Tierney willfully violated and willfully aided 
and abetted violations of Section 17(a) of the 
Securities Act of 1933 and Section 10(b) of the 
Exchange Act and Rule 10b-5 thereunder. 


2. That it is in the public interest to impose the 
sanctions specified in the offer of settlement.” 





'In the Matter of Glen Sivard Stevens, et al., instituted 
on January 18, 1977. 


The findings herein are not binding on any other 
respondent named in these proceedings. 
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Accordingly, IT |S ORDERED that: 


1. Bernard Terrance Tierney be, and he hereby is, 
suspended from being associated with any broker or 
dealer or municipal securities broker or dealer for a 
period of sixty days effective at the opening of 
business on the second Monday after the date of this 
order, provided however that he may continue in his 
present capacity at E. F. Hutton & Company, Inc. in a 
supervised capacity and he may not communicate in 
any manner with any customers of that firm. 


2. Bernard Terrance Tierney be, and he hereby is, 
suspended from being associated with any broker or 
dealer or municipal securities broker or dealer in any 
principal or supervisory capacity, for a period of one 
year, effective at the opening of business on the 
second Monday after the date of this order. 


For the Commission, by its Secretary, pursuant to 
delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13465/April 25, 1977 


Administrative Proceeding File No. 3-5155 
In the Matter of 


GLEN SIVARD STEVENS 
6920 South Clermont Street 
Littleton, Colorado 


ORDER IMPOSING REMEDIAL SANCTIONS 


In these broker-dealer proceedings under the Securities 
Exchange Act of 1934 (“Exchange Act’’),' Glen Sivard 
Stevens (Stevens), without admitting or denying the 
allegations in the order for proceedings, has submitted 
an offer of settlement which the Commission has de- 
termined to accept. 


On the basis of the order for proceedings and the offer 
of settlement, it is found: 


1. That Stevens willfully violated and willfully aided 
and abetted violations of Section 17(a) of the 
Securities Act of 1933 and Section 10(b) of the 


Exchange Act and Rule 10b-5 thereunder. 


2. That it is in the public interest to impose the 
sanction specified in the offer of settlement2 


Accordingly, IT IS ORDERED that: 


Glen Sivard Stevens be, and he hereby is, suspended 
from association with any broker or dealer for a period 
of thirty (30) days effective at the opening of business 
on the second Monday after the date of this order. 


For the Commission, by its Secretary, pursuant to 
delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13466/ April 25, 1977 


In the Matter of 


NEW ENGLAND SECURITIES DEPOSITORY 
TRUST COMPANY 

53 State Street 

Boston, Massachusetts 02109 


ORDER APPROVING RULE CHANGE SUBMITTED 
BY THE NEW ENGLAND SECURITIES DEPOSITORY 
TRUST COMPANY RELATING TO ITS APPOINT- 
MENT AS A DEPOSITORY FACILITY 


(File No. SR-NESDTCO-77-4) 


On March 16, 1977, New England Securities 
Depository Trust Company (‘NESDTC”’) submitted, 
pursuant to Rule 19b-4 under the Securities Exchange 
Act of 1934 (the “‘Act’’), a proposed rule change, 
which would provide for the appointment of NESDTC 
as a depository facility for the Midwest Securities Trust 
Company (“MSTC”’), the first step toward a full inter- 
face between NESDTC and MSTC. 


In accordance with Section 19(b) of the Act and Rule 
19b-4 thereunder, notice of the proposed rule change 
was published in the Federal Register (42 F.R. 16006, 
March 24, 1977), and the public was invited to com- 
ment thereon. Notice of the filing and an invitation for 
comments also appeared in Securities Exchange Act 
Release No. 34-13389, March 18, 1977. To date, no 





"In the Matter of Glen Sivard Stevens, et al., instituted 
on January 18, 1977. 
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letters of comment have been received. 


The Commission has reviewed the proposed rule 
hange and finds that it is consistent with the require- 


“nents of the Act and the rules and regulations there- 


under applicable to registered clearing agencies. 


IT 1S THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change 
contained in File No. SR-NESDTCO-77-4 be, and 
hereby is, approved. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13467/ April 25, 1977 


In the Matter of 

NEW ENGLAND SECURITIES DEPOSITORY 
TRUST COMPANY 

53 State Street 

Boston, Massachusetts 02109 


Bre No. SR-NESDTCO-77-3) 


ORDER APPROVING RULE CHANGE SUBMITTED 
BY THE NEW ENGLAND SECURITIES DEPOSITORY 
TRUST COMPANY RELATING TO ITS APPOINT- 
MENT AS A DEPOSITORY FACILITY 


On March 16, 1977, the New England Securities 
Depository Trust Company (‘‘NESDTC”’) submitted, 
pursuant to Rule 19b-4 under the Securities Exchange 
Act of 1934 (the ‘‘Act’’), a:proposed rule change which 
would provide for the appointment of NESDTC as a 
depository facility for the Depository Trust Company 
(“DTC”), the first of three steps planned to establish a 
full interface between NESDTC and DTC. 


In accordance with Section 19(b) of the Act and Rule 
19b-4 thereunder, notice of the proposed rule change 
was published in the Federa/ Register (42 F.R. 16006, 
March 24, 1977), and the public was invited to 
comment thereon. Notice of the filing and an invitation 
for comments also appeared in Securities Exchange 
Act Release No. 34-13390, March 18, 1977. To date, 
no letters of comment have been received. 


The Commission has reviewed the proposed rule 
yghange and finds that it is consistent with the require- 
Rents of the Act and the rules and regulations there- 


under applicable to registered clearing agencies. 


IT IS THEREFORE ORDERED, pursuant to Section 
19(b)(2) of the Act, that the proposed rule change 
contained in File No. SR-NESDTCO-77-3 be, and 
hereby is, approved. 


For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13468/ April 25, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY NEW YORK STOCK EXCHANGE, INC. 


File No. SR-NYSE-77-13 


The New York Stock Exchange, Inc. (the ‘““NYSE’’) 
submitted on April 18, 1977, a proposed rule change 
under Rule 19b-4 concerning regulation by the NYSE 
of certain persons associated with a member. 


Publication of the submission is expected to be made 
in the Federal Register during the week of May 2, 
1977. In order to assist the Commission to determine 
whether to approve the proposed rule change or 
institute proceedings to determine whether the 
proposed rule change should be disapproved, _in- 
terested persons are invited to submit written data, 
views and arguments concerning the submission 
within 21 days from the date of publication in the 
Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-NYSE-77-13. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commision’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission by the Division of Market Regula- 
tion, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 13469/April 25, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGES 
BY NEW YORK STOCK EXCHANGE, INC. 


File No. SR-NYSE-77-14 


The New York Stock Exchange, Inc. submitted on 
April 18, 1977, a set of proposed rule changes under 
Rule 19b-4 which organize and revise the various con- 
stitutional and rule provisions relating to member 
organization formation, approval, and operation. The 
proposed rule changes also are designed in part to 
reflect the expanded summary proceedings available as 
a result of the Securities Acts Amendments of 1975. 
Among other things, the proposed rules would require 
member organizations to have as a primary purpose 
the transaction of business as a broker or dealer in 
securities and would exclude Canada as a qualifying 
domicile for member organizations. Related proposals 
are contained in File No. SR-NYSE-77-13 which has 
been separately published. 


Publication of the submission is expected to be made 
in the Federal Register during the week of May 2, 
1977. In order to assist the Commission to determine 
whether to approve the proposed rule changes or 
institute proceedings to determine whether the 
proposed rule changes should be disapproved, 
interested persons are invited to submit written data, 
views and arguments concerning the submission 
within 21 days from the date of publication in the 
Federal Register. Persons desiring to make written 
submissions should file six copies thereof with the 
Secretary of the Commission, Securities and Exchange 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. Reference should be made to File No. 
SR-NYSE-77-14. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 34-13470/Arpil 26, 1977 
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IMPLEMENTATION OF AN INVESTOR DISPUTE RE- 
SOLUTION SYSTEM 


The Securities and Exchange Commission today an- 
nounced that it would consider proposals, generated 
by a conference sponsored by securities industry self- 
regulatory organizations, on the implementation of a 
nationwide investor dispute resolution system prior to 
taking direct action in this area. The Commission anti- 
cipates that all such proposals will be submitted by 
November 15, 1977. It is expected that the proposed 
conference will include representatives of self- 
regulatory organizations, their members, and members 
of the public. According to testimony from industry re- 
presentatives, the purpose of this conference is to con- 
sider how the securities industry can respond to the 
Commission’s concern that there be more effective, 
efficient, and economical dispute resolution pro- 
cedures available to individual investors, including a 
uniform arbitration code and procedures, a simplified 
system for the resolution of disputes involving small 
dollar amounts, and ohter means of simplifying the 
mechanisms for resolution of customer disputes with 
brokers and dealers. 





The Commission has been informed that the con- 
ference will commence in the near future and will com- 
prise several meetings in a number of geographic loca- 
tions in order to encourage and allow for a broad base 
of participation, especially from members of the pubiic. 
It is the view of the Commission that the implementa- 
tion of a uniform investor dispute resolution procedure 
is an appropriate step toward the development of a 
national market system,' and that the organization of 
such a conference by the self-regulatory agencies is a 
proper exercise of self-regulatory authority as em- 
bodied in the Securities Exchange Act of 1934? 


The Commission has deferred further direct action in 
this area on the assumption that participants in the 
conference will include investors or representatives of 
investors, that the product of the conference will be 
one which implements a simplified nationwide system 
for the resolution of customer disputes along the lines 
enunciated in Securities Exchange Act Release No. 34- 
12974 (November 15, 1976),* and that the proposed 
system will be in the public interest. If any of these 
assumptions prove to be erroneous, the Commission 
may deem it necessary to take rulemaking or other 
action as deemed appropriate to implement a nation- 
wide investor dispute resolution system. 





"15 U.S.C. 878k-1. 
215 U.S.C. 878f, 780-3, 78s. 


341 FR 50880 (November 18, 1976). 
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|. Background 


In May of 1976, the Commission established the Office 
of Consumer Affairs (“the Office’). Its mandate was to 
explore alternative methods for the resolution of 
disputes between individual investors and brokers and 
dealers, including the establishment of a single 
nationwide system for investor dispute resolution. 
Such a nationwide system would be readily accessible 
to investors in a number of cities around the country 
and would be administered by knowledgeable and im- 
partial individuals. 


In June of 19764 the Commission invited public com- 
ment on the feasibility of a nationwide investor dispute 
resolution system available through self-regulatory 
organizations, and on July 15, 1976 held the first of 
two public forums to receive views of interested parties 
on such a system. Participants in that forum included 
representatives of the securities industry, professional 
arbitrators and investors. There was agreement among 
all commentators and witnesses that the securities 
industry has an obligation to respond to investor com- 
plaints, and that disputes should be resolved as 
quickly as possible. In general, commentators agreed 
that the securities industry and the self-regulatory 
organizations should be responsible for improving 
dispute resolution programs, since government inter- 
vention could be costly and unproductive. Com- 
mentators gave varied opinions on such issues as 


} whether or not counsel should be permitted at arbitra- 


tion proceedings, what is an appropriate dollar ceiling 
on claims which could be resolved through such a 
system, the proper qualification for arbitrators, how 
expenses should be borne, and the role of the 
Commission. 


Following the first public forum, the Office conducted 
an extensive study of the nature of investor complaints 
and the methods for resolving them. The Office re- 
ported its findings to the Commission in October of 
1976, together with recommendations of investor com- 
plaints. 

ll. Discussion 

In summary, the Office found that investors with large 
claims apparently consider litigation to be a feasible 
method of seeking redress, but litigation may be 
burdensome and complex and is not cost effective for 
investors with relatively small claims (for example, 
under $5,000), in that attorney’s fees and other costs 
may weil exceed the amount of the claim. Although 
some investors take advantage of the arbitration 





‘Securities Exchange Act Release No. 34-12528 (June 
\9, 1976); 41 FR 23803 (June 11, 1976). 


facilities maintained by self-regulatory organizations, 
the fees imposed for use of such arbitration facilities 
vary widely, as do the procedures for invoking these 
facilities, and the travel expense to the site of the 
arbitration may be substantial. Also, investors often 
doubt the impartiality of officials associated with self- 
regulatory organizations and, therefore, hesitate to use 
the arbitration facilities. Finally, in many cases an 
investor without counsel is unable to understand the 
complexities of the proceeding or to represent and 
advance adequately his or her case. 


Based on these findings, the Office recommended and 
the Commission subsequently approved in principle, 
the following program: 


1. Brokerage firms with public customers should be 
required to institute in-house complaint processing 
systems which would insure review of complaints by 
senior management and would require periodic 
reporting to the Commission and the self-regulatory 
organizations for enforcement and regulatory pur- 
poses. These in-house systems should be well pub- 
licized and explained to investors, either through 
pamphlets or notices included with periodic state- 
ments. The investors should be informed of possible 
alternatives if the matter is not satisfactorily resolved at 
the level of the brokerage firm; 


2. A uniform code of arbitration should be drafted for 
use by the organizations currently offering arbitration 
facilities. The code should provide for non-binding in- 
formal mediation as a condition precedent to formal 
arbitration. A simplified arbitration format should be 
designed for disputes of less than $5,000. Arbitration 
should be available in locations convenient to both 
parties, if possible. Panels including persons not 
engaged in the securities business should be 
authorized in order to minimize the potential and 
appearance of bias. A uniform fee schedule should be 
adopted; 


3. Self-regulatory organization rules should be 
amended to require that member fitms submit to 
arbitration at the instance of an investor or another 
firm that has been called to arbitration by an investor, 
at the arbitration facilities of any self-regulatory 
organization. Customer agreements to arbitrate, at the 
instance of a firm, in margin agreements or elsewhere, 
should be prohibited; and 


4. A network of “small claims adjustors’” should be 
designated to settle claims of less than $1,000. The 
“‘adjustors’”’ should be employees of a new administra- 
tive entity, the Securities Investor Service Bureau, (the 
“SISB”) which would also serve as a clearinghouse 
and data base for customer complaints. 
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In approving, in principle, the recommendations set 
forth above, the Commission invited further public 
comment before taking action. After a substantial 
number of written comments had been received, a 
second public forum was held on February 9 and 10, 
1977. 


The views expressed at the second public forum 
generally favored an industry sponsored dispute 
resolution system. Most of the witnesses opposed the 
creation of a separate administrative entity, such as the 
SISB, and in lieu thereof they advocated modification 
of arbitration facilities that are currently in place to 
form a more streamlined system for settlement of small 
claims. Some witnesses also opposed a requirement 
that brokers and dealers file periodic reports of com- 
plaints received. A number of commentators acknow- 
ledged, however, that investor complaints are useful in 
monitoring the financial condition and sales practice 
activities of brokers and dealers. In this connection, it 
appears that there is no substantial opposition to a 
requirement that the number of complaints received by 
a broker or dealer be reported to a self-regulatory 
organization or to the Commission on an existing 
reporting form. Commentators agreed that a uniform 
arbitration code is a worthwhile endeavor and would 
be beneficial, although some opposed informal 
mediation as an intermediate step prior to formal 
arbitration. 


The New York Stock Exchange, Inc. and the National 
Association of Securities Dealers, Inc. proposed that a 
conference be held or that a task force be created of 
industry representatives and members of the public for 
the purpose of considering whether and how to 
develop a single system for the resolution of investor 
disputes. Many other commentators also supported 
this proposal. The Commission believes that this 
industry initiative in this area is an appropriate exercise 
of self-regulation, and that under these circumstances 
the Commission should consider the results or recom- 
mendations of the conference before taking further 
direct action. 

ili. Conclusion 

The Commission anticipates that the conference will 
propose a system which includes the following 
elements as a basic framework and others as agreed 
upon: (a) a uniform arbitration code for small claims, 
to be adopted by all of the self-regulatory organiza- 
tions, through appropriate rule changes filed with the 





*Securities Exchange Act Release No. 34-12974 
(November 15, 1976); 41 FR 50880 (November 18, 
1976). 
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Commission under Section 19(b) of the Securities Ex- 
change Act of 1934, as amended, and Rule 19b-4 [17 
CFR 240.19b-4] (hereinafter ‘Section 240.19b-4’’) 
thereunder; (b) a definition of the scope and type of 
complaint susceptible to resolution through the 
system; (c) a standard fee schedule; (d) designation of 
sites for arbitration; (e) a plan for coordinating the 
availability and resources of the system; and (f) other 
steps to facilitate the resolution of complaints of 
individual investors. 


The Commission will continue during the pendency of 
this conference to consider the implementation of 
other recommendations of the Office of Consumer 
Affairs so as to expedite the establishment of an 
integrated nationwide system for complaint processing 
and resolution of investor disputes. In addition, the 
record will remain open for comments from interested 
persons on these matters. Comments should be 
addressed in triplicate to George A. Fitzsimmons, 
Secretary, Securities and Exchange Commission, 500 
North Capitol Street, Washington, D.C. 20549. 


Although the Commission does have extensive 
authority over the self-regulatory organizations, their 
rules and procedures® it is of the view that it would 
not be useful at this time to interpose itself in this area 
since the industry has manifested its intention to take 
affirmative action. Hence, the Commission wishes to 
await the results of the proposed conference with the 
expectation that such results will reflect the goals and 
attributes set forth in Securities Exchange Act Release 
No. 34-12974.’ 


The Commission has carefully considered all of the 
comments received and the testimony of witnesses 
who appeared at both public forums, on its proposal 
for a nationwide investor dispute resolution system, 
and has determined that it would consider proposals 
generated from the conference prior to taking any 
further direct action in this area assuming that such 
conference takes place as proposed, and those 
proposals are published no later than November 15, 
1977. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


April 26, 1977 





®Senate Comm. on Banking, Housing and Urban 
Affairs, Report on S. 249, S. Rep. No. 75, 94th Cong. 
2nd Sess. 23-28 (1975). 


"Footnote 3 supra. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 13471/April 26, 1977 


Admin. Proc. File No. (3-5212) 
In the Matter of 


JULES L. STEELE 
333 Island Way, Apt. 207 
Clearwater, Florida 33515 


GEORGE E. GRILLS 
3035 Countryside Boulevard, #b-12 
Clearwater, Florida 33519 


NORTON McGIFFIN 
14972 Imperial Point Drive North 
Largo, Florida 33540 


ORDER INSTITUTING PROCEEDINGS AND IM- 
POSING REMEDIAL SANCTIONS 


In connection with a proposed administrative proceed- 
ing, Jules L. Steele (‘’Steele’’), George E. Grills 
(“Grills’’) and Norton McGiffin (““McGiffin’’), formerly 
registered representatives with All-States Tax Exempt 
Securities, Inc., have submitted offers of settlement 
which the Commission has determined to accept. 
Solely for the purpose of these proceedings and any 
other proceedings pursuant to specified sections of the 
Securities Act of 1933, the Securities Exchange Act of 
1934, the Investment Advisers Act of 1940, the Invest- 
ment Company Act of 1940 and the Securities Investor 
Protection Act, and without admitting or denying the 
findings herein, respondents consent to the findings 
and sanctions set forth below. 


rT 


Accordingly, IT 1S ORDERED that proceedings 
pursuant to Section 15B of the Securities Exchange 
Act be, and they hereby are, instituted. 


On the basis of this Order for Proceedings, and the 
Offers of Settlement, it is found that: 


1. From on or about May, 1975, through February, 
1976, Steele, Grills and McGiffin willfully violated 
Section 17(a) of the Securities Act of 1933 (‘‘Securities 
Act’) and Section 10(b) of the Securities Exchange 
Act of 1934 (“Exchange Act’’) and Rule 10b-5 there- 
funder. 





2. On August 2, 1976, the United States District 
Court for the Northern District of California enjoined 
Steele, Grills and McGiffin from further violating 
Section 17(a) of the Securities Act and Section 10(b) 
of the Exchange Act and Rule 10b-5 thereunder. 


IV 


In view of the foregoing, it is in the public interest to 
impose the sanctions specified in the Offers of Settle- 
ment. 


Accordingly, IT |S ORDERED that: 


1. Jules L. Steele be, and he hereby is, barred from 
association with any broker-dealer, investment adviser, 
or investment company, effective at the opening of 
business on the second Monday after the date of this 
Order, with the right to reapply as provided by law. 


2. George E. Grills be, and he hereby is, barred from 
association with any broker-dealer, investment adviser, 
or investment company, effective at the opening of 
business on the second Monday after the date of this 
Order, with the right to reapply as provided ‘by law. 


3. Norton McGiffin be, and he hereby is, barred from 
association with any broker-dealer, investment adviser, 
or investment company, effective at the opening of 
business on the second Monday after the date of this 
Order, with the right to reapply as provided by law. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13472/April 27, 1977 


Administrative Proceeding File No. 3-5157 

In the Matter of 

ITEL COMPUTER DIMENSIONS, INC. 
APPLICATION PURSUANT TO SECTION 12(h) 

The Securities and Exchange Commission has issued a 
notice giving interested persons until May 16, 1977 to 
request a hearing on an application of Itel Computer 
Dimensions, Inc. (the ‘‘Applicant’’) (formerly known as 
Computer Dimensions, Inc.) pursuant to Section 12(h) 


of the Securities Exchange Act of 1934 for an order 
exempting the Applicant from filing an Annual Report 
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on Form 10-K for the fiscal year ended December 31, 
1976, as required by Section 15(d) of that Act. 


Computer Dimensions, Inc. was merged with Itel CDI 
Inc., a wholly-owned Delaware subsidiary of Itel 
Corporation, on December 14, 1976. As a result of the 
merger all of the Applicant’s issued and outstanding 
shares of common stock are owned by Itel Corporation 
and the Applicant’s name has been changed to Itel 
Computer Dimensions, Inc. There is no longer any 
trading in the Applicant's stock. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13473/April 27, 1977 


Administrative Proceeding File No. 3-5179 
In the Matter of 


AMERICAN TOBACCO INTERNATIONAL COR- 
PORATION 


The Securities and Exchange Commission has issued a 
notice giving interested persons until May 16, 1977 to 
request a hearing on an application by American 
Tobacco International Corporation (the ‘‘Applicant’’), a 
wholly-owned subsidiary of American Brands, Inc., 
pursuant to Section 12(h) of the Securities Exchange 
Act of 1934, for an order exempting the Applicant from 
the reporting requirements of Section 13 of that Act. 


The Company’s 5-%% convertible guaranteed de- 
bentures are listed on the New York Stock Exchange 
where there has been no trading activity. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13474/ April 27, 1977 


Administrative Proceeding File No. 3-5178 
In the Matter of 
AMERICAN BRANDS OVERSEAS, N.V. 


The Securities and Exchange Commission has issued a 
notice giving interested persons util May 16, 1977 to 
request a hearing on an application by American Brands 
Overseas, N.V. (the ‘‘Applicant’’), a wholly-owned 
subsidiary of American Brands, Inc., pursuant to 
Section 12(h) of the Securities Exchange Act of 1934, 
for an order exempting the Applicant from the 
reporting requirements of Section 13 of that Act. 


190/SEC DOCKET 


The Company was organized in 1968 to assist in 
financing investments and operations of American 
Brands, Inc. The Company's 8% guaranteed de- 
bentures are listed on the New York Stock Exchange 
where there has been very little trading activity. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13475/April 27, 1977 


Administrative Proceeding File No. 3-5166 

In the Matter of 

SHERWOOD MEDICAL INDUSTRIES INC. 
Application pursuant to Section 12(h) 


The Securities and Exchange Commission has issued a 
notice giving interested persons until May 16, 1977 to 
request a hearing on an application by new Sherwood 
Medical Industries Inc. (the ‘‘Applicant’’), as successor 
by merger to Sherwood Medical Industries Inc. 
(“Sherwood”), pursuant to Section 12(h) of the 
Securities Exchange Act of 1934 for an order 
exempting the Applicant from filing with respect to 
Sherwood an annual report on Form 10-K for the year 
ended December 31, 1976, required to be filed 
pursuant to Section 15(d) of that Act. 


Sherwood was merged into applicant, a wholly-owned 
subsidiary of Brunswick Corporation. There is no 
longer any trading activity in Sherwood’s securities. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13476/April 27, 1977 


OPTIONS FLOOR TRADING 


Pursuant to Securities Exchange Act Release Nos. 
13433 (April 5, 1977) and 13448 (April 15, 1977), the 
Commission is releasing trade statistics for certain 
dually traded options received from the Options 
Clearing Corporation (OCC) and the various options 
exchanges upon which dually traded options are listed 
for the period February 24, 1977 to March 8, 1977. 
Each of the exchanges engaged in the trading of these 
options has given permission for the OCC to release 
this data to the public. 


The following information is provided for such dually 
traded options by exchange for each trading day: 
(1) total contract volume, (2) market share of volume, 








(3) contract volume involving market maker to market 
maker trades, (4) market maker to market maker 
contract volume, as a percent of exchange contract 
volume and (5) number and proportion of contracts 
with a market maker, firm or customer on one side of 
the sale. 


Users of this data should be cautioned with respect to 
the interpretation of the market maker to market maker 
contract volume figures. Because of technical reasons, 
the OCC was unable to provide these figures for this 
period. This data was obtained from each of the 
options exchanges concerned. Accordingly, different 
methodologies employed by each such options ex- 
change in calculating such figures may produce results 
slightly different than those which would have been 
obtained from the OCC or a different exchange’s 
calculations. Statements submitted to the Commission 
from the OCC and three of the options exchanges as 





to their matching procedures relevant to the data are 
appended. 


With the date released hereby, together with the data 
attached to Securities Exchange Act Release No. 
13448 (April 15, 1977), the Commission has made 
public trading volume statistics for certain dually 
traded options for the period February 24, 1977 to 
March 24, 1977. The OCC will make available such 
data for the period March 25, 1977 to the present and 
continuing in the future. The OCC’s principal office is 
located at 6150 Sears Tower, 233 South Wacker Drive, 
Chicago, Illinois 60606; telephone (312) 322-6200. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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Footnotes 


'The contract volume figures in the categories of 
market maker, firm, and customer on one side of sale 
vill total twice the actual contract volume because 
each of the two sides in every transaction is alloted to 
one of those categories. For example, a trade between 
a market maker and a customer will be counted once 
in the market maker category on one side of sale and 
once in the customer category on one side of sale; and 
a trade between two market makers will be counted 
twice in the market maker category. 


?Proprietary transactions initiated on the floor of the 
exchange by market maker members (including 
specialists and registered options traders). 


The data in Column 3 was provided by the relevant 
options exchanges and represents volume effected on 
the trade date designated. The data in Column 1 was 
provided by the OCC and represents cleared volume 
for that trade date. Such cleared volume may include 
volume effected earlier, but clearing as of the 
designated trade date. Accordingly, the volume 
statistics in Columns 1 and 3 may not be strictly com- 
parable. 


Proprietary transactions from off the floor of the ex- 
change by members or member organizations. 


‘Transactions initiated by or for customers (including 
,on-member brokers and dealers). 





APPENDIX 


STATEMENTS SUBMITTED TO THE 
COMMISSION 


STATEMENT BY AMERICAN STOCK EXCHANGE 
(““Amex’’) 


The Amex receives daily reports of all transactions by 
its options specialists and registered options traders 
(‘market makers’’). These daily reports are plotted 
against a transaction journal, which is a print-out of all 
transactions reported from the Amex floor by options 
series and time of transaction. Those transactions 
which show a market maker on both sides are totaled 
and compared against the total cleared volume in such 
class for each trading day. If there were multiple sales 
or partial executions at a given price, the market maker 
daily reports are compared to clearance reports to 
ensure accuracy. Market maker to market maker trades 
cleared ‘‘as of” are currently being incorporated in the 
clearance runs for a particular date. 


TATEMENT BY THE CHICAGO BOARD OPTIONS 





EXCHANGE (“CBOE”) 


Preliminary analysis indicates that certain computer 
logic steps employed in the CBOE’s trade matching 
process causes a systematic error in the data base 
employed by the OCC for reports of proprietary option 
transactions of floor members in dually listed option 
classes. At this preliminary stage, it would appear that 
the OCC report tends to overstate by 5 to 10 percent 
the number of trades between market makers. 


The logic steps mentioned above significantly shorten 
the computing time of the- CBOE’s trade matching 
system without affecting the accuracy or reliability of 
the clearing and settlement process. The accuracy of 
the market maker to market maker runs, insofar as 
those runs are presently compiled by the CBOE for its 
own surveillance purposes, is also not affected. The 
CBOE’s automated market maker to market maker 


,surveillance system has been designed to reconstruct a 


listing of trades between market makers exactly as 
they occur on the floor. 


STATEMENT BY PHILADELPHIA STOCK Ex- 
CHANGE (“Phix’’) 


The Phix has a locked-in trade report system which 
immediately identifies the buyer and seller in each 
trade. From this trade information, daily surveillance 
reports are generated which segregate all market 
maker to market maker transactions and also all 
transactions where a market maker is involved on 
either side. In relation to dually traded options, the 
volume of market maker to market maker contracts in 
each class is divided by the total volume in the class to 
arrive at a percentage of market maker to market 
maker volume. To determine the percentage of the 
volume where a market maker was involved in either 
side of the transaction, the total of all market maker 
purchases and sales is divided by twice total volume in 
that particular class. 


STATEMENT BY THE PACIFIC STOCK EXCHANGE 
(“PSE’) 


The PSE has decided not to submit any explanation of 
their methodology. 


STATEMENT BY OPTIONS CLEARING CORPORA- 
TION (OCC) 


OCC receives matched trade records from the 
exchanges. The trade record has both the buy and sell 
sides of each trade recorded as reported to OCC by the 
exchanges, e.g., each side of each transaction is 
identified as to the clearing firm and designation of 
whether the account for which the trade is effected is 
a market maker, firm or customer account. If the buy 
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and sell side both state the account for which the trade 
was effected was a market maker, that transaction is 
identified as a market maker to market maker 
transaction. OCC’s report is strictly a reporting process 
from data given by the exchanges. OCC normally reads 
raw trade (input) data submitted from the exchanges. 
If the exchange data is invalid, then OCC reports 
would reflect the exchange errors. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 34-13477/ April 28, 1977 


ISSUERS REPORTING TO CERTAIN OTHER FED- 
ERAL AGENCIES 


AGENCY: - Securities and Exchange Commission 


ACTION: Final Rule. 

SUMMARY: The Commission amends and rescinds 
various rules and forms with the effect that those re- 
gistrants who currently file copies of their reports 
submitted to the Interstate Commerce Commission, 
Federal Power Commission, Federal Communications 
Commission, and Civil Aeronautics Board in lieu of the 
Commission’s regular annual and quarterly report 
forms are now required to file reports in compliance 
with such forms and the regulations governing such 
reports. 
EFFECTIVE DATE: October 1, 1977. 

FOR FURTHER INFORMATION CONTACT: Paul A. 
Belvin, Office of Disclosure Policy and Proceedings, 
Division of Corporation Finance, Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549 (202/755-1750). 


SUPPLEMENTARY INFORMATION: 


The Securities and Exchange Commission announces 
the adoption of amendments to Rules 13a-14 [17 CFR 
240.13a-13], 14a-3 [17 CFR 240.14a-3], 14c-3 [17 CFR 
240.14c-3], and 15d-13 [17 CFR 240.15d-13], and the 
revocation of Rule 13b-1 [17 CFR 240.13b-1] and 
annual report Form 12-K [17 CFR 249.312] under the 
Securities Exchange Act of 1934 (the ‘“Exchange Act’’) 
[15 U.S.C. 78a et seq., as amended by Pub. L. No. 
94-29 (June 4, 1975)]. These amendments were 
proposed for comment on September 3, 1976 in 
Securities Exchange Act Release No. 12769 (41 FR 
39048). Many helpful comments were received from 
the public. The Commission has given careful con- 
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sideration to these comments:' 
BACKGROUND AND DISCUSSION 


Section 13(b) of the Exchange Act authorizes th. 

Commission to prescribe the form or forms in which 
the information required pursuant to the continuous 
disclosure provisions of the Exchange Act shall be set 
forth and, in general, to prescribe the appropriate 
methods of accounting to be used by registrants re- 
porting on such forms? Prior to the amendment of the 
Exchange Act pursuant to the Railroad Revitalization 
and Regulatory Reform Act of 1976 (the ‘’Railroad 
Act’) [45 USC 801 (February 5, 1976)], the broad 
authority granted to the Commission in Section 13(b) 
was restricted by two important qualifications which 
(1) limited the Commission's authority to prescribe 
methods of accounting to be used in reports filed with 
the Commission when the registrants concerned are 
also under the jurisdiction of other federal laws or 
regulations which prescribe their accounting methods; 
and (2) mandated that the Commission allow ICC 
regulated companies, and other carriers similarly re- 
gulated, to file copies of reports submitted to the ICC, 





‘In related action announced today the Commission 
requested public comment with respect to (1) the 
proper form and content of railroad industry disclosure 
guidelines; (2) uniform definition of deferred mainte’ 

ance and appropriate standards for its quantificatio. 
and disclosure; (3) the appropriateness of betterment 
accounting in reports filed with the Commission and 
distributed to shareholders. Securities Exchange Act 
Release No. 34-13479 (April 28, 1977)(See Proposed 
Rules in this issue at page 233.) 


?Section 13(a) of the Act requires every issuer subject 
to the requirements of Section 12 of the Act to file 
with Commission, in accordance with such rules and 
regulations as the Commission may prescribe as 
necessary or appropriate for the proper protection of 
investors and to insure fair dealing in the security 
(1) such information and documents as the Commis- 

sion shall require to keep reasonably current the in- ~ 
formation and documents filed under Section 12 of the 
Act, and (2) such annual reports certified if required by 
the rules and regulations of the Commission by 
independent public accountants, and such quarterly 
reports as the Commission may prescribe. Each issuer 
which has filed a registration statement which has be- 
come effective pursuant to the Securities Act of 1933, 
as amended, is required to file such supplementary and 
periodic information, documents, and reports as may 
be required pursuant to Section 13 of the Act in 
respect of a security registered pursuant to Section ° 








or other federal agency, in lieu of the reports otherwise 
required pursuant to Section 13(b). 


“hese restrictions were removed from Section 13(b) 

irsuant to Section 308(b) of the Railroad Act. As 
amended, Section 13(b) now provides that Commis- 
sion rules applicable to registrants whose methods of 
accounting are prescribed by other laws or regulations 
may be inconsistent with the disclosure requirements 
of the other agencies to the extent that the Com- 
mission determines that the public interest or the 
protection of investors so require. 


In Securities Exchange Act Release No. 12769, the 
Commission indicated that the significant differences 
in form and content -between Forms 10-K [17 CFR 
249.310] and 10-O [17 CFR 249.308a] and the 
documents filed in lieu thereof Suggest that the public 
interest and the protection of investors require that the 
current reporting scheme applicable to registrants who 
file reports with other federal agencies be withdrawn 
and proposed amendments and revocations of rules 
and forms to accomplish this purpose.’ In response to 
these proposals, the Commission received 30 letters of 
comment representing each of the industries affected, 
with the exception of the airline industry. 


The letters of comment received were directed 
primarily to the withdrawal of Form 12-K rather than 
presenting objections to specific types of disclosure 
hich would be required to be presented in Forms 
d-K or 10-Q if the proposals were adopted. Several 
commentators suggested that the disclosure gaps 
between Form 10-K and those reports filed on Form 
12-K in lieu thereof, as noted in Release No. 12769, 
fail to recognize Commission Rules 14a-3 and 14c-3 
with respect to information to be included in annual 
reports to stockholders.” and the requirements of 
exchange listing agreements with respect to the 
disclosure of narrative information and certified 
financial statements. These commentators felt that the 
proposals therefore would result in duplicative re- 
porting. 





_ 3Securities Exchange Act Release No. 12769 (Sep- 
tember 3, 1976) (41 FR 39048). 


4The Commission consulted with each of the interested 
agencies in the formulation of these proposals. Many 
of their comments have been incorporated into the 
current action. 


5Several commentators erroneously indicated that the 

Commission’s annual report rules require registrants 

filing on Form 12-K to include certified financials in 

“Seir annual reports to stockholders. See Rules 
1-3(b)(3)(i) and 14c-3(a)(3)(i). 


Initially, it should be noted that the issuers affected by 
the action announced today do not uniformly have a 
class of securities registered for trading on a national 
securities exchange nor are they all subject to the 
requirements of Section 14 of the Exchange Act and 
Regulation 14A [17 CFR 240.14a-1 to 240.14a-101) 
thereunder. In addition, to the extent that narrative or 
financial information which meets the requirements of 
Form 10-K is included by the registrant in any reports 
to shareholders or any document filed with the 
Commission it may be incorporated by reference to a 
filed document.® Also, registrants which are subject to 
Section 14 and file a definitive proxy or information 
statement not later than 120 days after the close of the 
fiscal year need not prepare and provide Part || of Form 
10-K. 


Several commentators indicated that the requirement 
that Form 10-K contain certified financial statements 
would place an undue burden on registrants. It appears 
to the Commission that a substantial majority of the 
interested parties already have occasion to obtain 
certified financial statements from independent audi- 
tors in connection with exchange listing requirements, 
bank financing arrangements or otherwise. Moreover, 
registrants which file reports with the FPC currently are 
required to include financial statements certified as 
prepared substantially in accordance with Regulation 
S-X [17 CFR 210] in their annual reports to stock- 
holders pursuant to the rules as to use of Form 12-K.° 
Also, several of the industries affected today 
historically make one or more public offerings of their 
securities each year subject to the Securities Act of 
1933 (‘‘Securities Act’’) (15 U.S.C. 77a et seq.) and 
must prepare certified financial statements in con- 
nection with registration statements thereunder. In any 





®See, Securities Act Release No. 5819 (March 18, 
1977) (42 FR 16920), which amends Rule 24 of the 
Commission’s Rules of Practice regarding incorpora- 
tion by reference [17 CFR 201.24], as of July 1, 1977. 


7General Instruction H to Form 10-K, 17 CFR 249.310. 


§The Commission will accept financial schedules sub- 
mitted to independent regulatory agencies for inclusion 
in the Form 10-K and 10-Q reports when these 
schedules comply with the requirements of Forms 
10-K, 10-Q and Regulation S-X. For example, the Civil 
Aeronautics Board has recently adopted amendments 
to its Uniform System of Accounts and Reports for the 
express purpose of revising certain CAB schedules in 
order to meet the Commission’s requirements and 
permit their incorporation into Commission filings. 
CAB Regulation ER 980 (December 23, 1976) (42 FR 
19). It is not intended that the dual filing of schedules 
under these circumstances would be prevented. 
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event, the Commission believes that the benefits to 
investors from certified financial statements, including 
their comparability to other registrants and general 
familiarity to readers of financial statements, outweigh 
any additional expense to registrants.° 


Based on the statutory amendments to Section 13(b), 
its review of the reports filed as exhibits to Forms 12-K 
and 10-Q, and after consideration of the comments 
received, the Commission has concluded that the 
proposals announced in Release No. 12769 should be 
adopted as proposed.” 


SYNOPSIS OF AMENDMENTS 


Based on the above, the Commission has determined 
to adopt the proposals contained in Securities Ex- 
change Act Release No. 12769 substantially as 
proposed. Therefore, Rule 13b-1 and Form 12-K are 
rescinded and those portions of Rules 13a-13 and 
15d-13 which now provide that issuers who file 
quarterly or monthly reports with the ICC, FPC, FCC or 
CAB may file such reports in lieu of Form 10-Q are 
deleted. Pursuant to these amendments, all registrants 
which report to the ICC, FPC, FCC and CAB must now 
file annual and quarterly reports to the Commission in 
compliance with Forms 10-K and 10-Q and the 
regulations governing such reports. 


The amendments to Rules 14a-3 and 14c-3 represent 





%It was suggested by a number of railroad related 
commentators that lessor railroads and switching and 
terminal companies should be the subject of a broad 
exemption from.-the financial statements requirements 
of Forms 10-K and 10-Q. In related action announced 
today the Commission has specifically requested 
comment from interested parties regarding the 
appropriateness of providing an exemption from the 
financial statements requirements of Forms 10-K and 
10-0 and the form and content of any such exemption. 
Securities Exchange Act Release No. 34-13478 (April 
28, 1977) (See Proposed Rules in this issue at page 
232). 


"The Commission reminds those issuers affected by 
the action announced today that, pursuant to Section 
12(h) of the Act, the Commission may upon applica- 
tion of an interested party exempt in whole or in part 
any issuer or class of issuers from the provisions of 
Section 12(g), 13, 14, or 15(d) if the Commission finds 
by reason of the number of public investors, amount of 
trading interest in the securities, the nature and extent 
of the activities of the issuer, income or assets of the 
issuer, or otherwise, that such action is not 
inconsistent with the public interest or the protection 
of investors. 
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technical amendments necessitated by the withdrawal 
of Form 12-K. 


DATE OF EFFECTIVENESS: 


The amendments to Rules 13a-13, 14a-3, 14c-3, anu 
15d-13, and the rescission of Form 12-K and Rule 
13b-1 shall be effective for annual and quarterly fiscal 
periods ending on or after October 1, 1977. 


STATUTORY AUTHORITY FOR AMENDMENTS 
The foregoing amendments are adopted pursuant to 


Sections 12, 13, 15(d) and 23(a) of the Exchange Act. 
Pursuant to Section 23(a) of the Exchange Act, the 


Commission has considered the effect that the amend- ~ 


ments would have on competition and has concluded 
that, to the extent the amendments impose burdens on 
competition, such burdens are necessary and appropri- 
ate in furtherance of the purposes of the Exchange 
Act. 


TEXT OF AMENDMENTS 


|. Securities Exchange Act Rule 13a-13 is amended to 
read as follows: 


§240.13a-13 Quarterly reports on Form 10-Q (8240.308a 
of this chapter). 


(a) Except as provided in paragraphs (b) and (c) 
this section, every issuer which has securitie 
registered pursuant to Section 12 of the Act and which 
is required to file annual reports pursuant to Section 13 
of the Act on Form 10-K (8249.310 of this chapter) or 
U5S (8249.450 of this chapter) shall file a quarterly 
report on Form 10-Q (8249.308a of this chapter) within 
the period specified in General Instructions A to that 
form, for each of the first three fiscal quarters of each 
fiscal year of the issuer, commencing with the first 
such fiscal quarter which ends after securities of the 
issuer become so registered. 


(b) The provisions of this rule shall not apply to the 
following issuers: 


(1) Investment companies required to file quarterly ~ 
reports pursuant to 8240.13a-12; or 


(2) Foreign private issuers required to file reports 
pursuant to 8240.13a-16. 


(c) Part | of the quarterly report on Form 10-Q need 
not be filed by the following issuers: 


(1) Life insurance companies and holding companies 
having only life insurance subsidiaries for quarters in 
fiscal years ending on or before Decembe: 25, 1978 








they do not meet the tests specified in paragraph 
(t)(1)(i)(B) of 8210.3-16; 


‘2) 
(3) Mining companies not in the production state but 
engaged primarily in the exploration for or the develop- 
ment of mineral deposits other than oil, gas or coal, if 
all the following conditions are met: 


Mutual life insurance companies; or 


(i) The registrant has not been in production during 
the current fiscal year or the two years immediately 
prior thereto; except that being in production for an 
aggregate period of not more than eight months over 
the three-year period shall not be a violation of this 
condition. 


(ii) Receipts from the sale of mineral products or from 
the operations of mineral producing properties by the 
registrant and its subsidiaries combined have not ex- 
ceeded $500,000 in any of the most recent six years 
and have not aggregated more than $1,500,000 in the 
most recent six fiscal years. 


(d) Notwithstanding the foregoing provisions of this 
section, the financial information required by Part | of 
Form 10-Q shall not be deemed to be “‘filed’’ for the 
purpose of section 18 of the Act or otherwise subject 
to the liabilities of that section of the Act but shall be 
subject to all other provisions of the Act. 


Securities Exchange Act Rule 14a-3 (17 CFR 
240.14a-3) is amended to read as follows: 


§240.14a-3 Information to be furnished to security 
holders. 

* * * * * 
(b) * , P 

(9) Management's proxy statement, or the report, 


shall contain an undertaking in bold face or otherwise 
reasonably prominent type to provide without charge 
to each person solicited, on the written request of any 
such person, a copy of the issuer’s annual report on 
Form 10-K (8249.310), including the financial state- 
ments and the schedules thereto, required to be filed 
with the Commission pursuant to Rule 13a-1 
(8240.13a-1) under the Act for the issuer’s most recent 


- fiscal year and shall indicate the name and address of 


the person to whom such a written request is to be 
directed. In the discretion of management, an issuer 
need not undertake to furnish without charge copies of 
all exhibits to its Form 10-K (8249.310) provided that 
the copy of the annual report on Form 10-K (8249.310) 
furnished without charge to requesting security holders 

accompanied by a list briefly describing all the 


exhibits not contained therein and indicating that the 
issuer will furnish any exhibit upon the payment of a 
specific reasonable fee which fee shall be limited to the 
issuer’s reasonable expenses in furnishing such exhibit. 


NOTE: Pursuant to the undertaking required by the 
above paragraph (b)(9), an issuer shall furnish a copy 
of its annual report on Form 10-K (8240.310) to a 
beneficial owner of its securities upon receipt of a 
written request from such person. Each request must 
set forth a good faith representation that, as of the 
record date for the annual meeting of the issuer's 
security holders, the person making the request was a 
beneficial owner of securities entitled to vote at such 
meeting. 


* * * * * 


lll. Securities Exchange Act Rule 14c-3 (17 CFR 
240.14c-3) is amended to read as follows: 


§240.14c-3 Annual report to be furnished to security 
holders. 


(a) * * * 


(9) The information statement, or the report, shall 
contain an undertaking in bold face or otherwise 
reasonably prominent type to provide without charge 
to each person furnished a copy of the information 
statement, on the written request of any such person, 
a copy of the issuer's annual report on Form 10-K 
(8249.310), including the financial statements and the 
schedules thereto, required to be filed with the 
Commission pursuant to Rule 13a-1 (8240.13a-1) under 
the Act for the issuer’s most recent fiscal year and 
shall indicate the name and address of the person to 
whom such written request is to be directed. In the 
discretion of management, an issuer need not under- 
take to furnish without charge copies of all exhibits to 
its Form 10-K (8249.310) provided that the copy of the 
annual report on Form 10-K (8249.310) furnished 
without charge to requesting security holders is 
accompanied by a list briefly describing all the exhibits 
not contained therein and indicating that the issuer will 
furnish any exhibit upon the payment of a specified 
reasonable fee which fee shall be limited to the issuer's 
reasonable expense in furnishing such exhibit. 


NOTE: Pursuant to the undertaking required by the 
above paragraph, an issuer shall furnish a copy of its 
annual report on Form 10-K (8249.310) to a beneficial 
owner of its securities upon receipt of a written request 
from such person. Each request must set forth a good 
faith representation that, as of the record date for the 
annual meeting of the issuer’s security holders, the 
person making the request was a beneficial owner of 
securities entitled to vote at such meeting. 
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IV. Securities Exchange Act Rule 15d-13 is amended 
to read as follows: 


§240.1§d-13 Quarterly reports.on Form‘ 10-O (8249.- 
308a of this chapter). 


(a) Except as provided. in \ paneuiedies (b) aiid (c) of 
this section, every issuer which has securities 
registered pursuant to the Securities Act of 1933 and 
which is required to file annual reports pursuant to 
section 15(d) of tthe Securities Exchange Act of 1934 
on Forms 10-K (§249.310) or U5S (§249.460) shall file a 
quarterly report on Form 10-Q (§249.308a of this 
chapter) within the period specified in General Instruc- 
tion A to that form for each of the first three fiscal 
quarters of each fiscal year of the issuer, commencing 
with the first such fiscal quarter which ends after 
securities of the issuer become so fegistered, 


(b) The provisions of this rule shall not apply to the 
following issuers: 


(1) Investment companies required to file quarterly 
reports pursuant to §240.15d-12; or 


(2) Foreign private issuers required to file reports 
pursuant to §240.15d-16. i 
(c) Part | of the quarterly report on Form 10-Q need 
not be filed by the following issuers: 


(1) Life insurance companies and holding companies 
having only life insurance subsidiaries for quarters in 
fiscal years ending on or before December 25, 1978, if 
they do not meet the tests specified in paragraph 
(t)(1)(i{B) of §210.3-16; 


Mutual life insurance companies; or 


(2) 


(3) Mining companies not in the production stage but 
engaged primarily in the exploration for or the develop- 
ment of mineral deposits other than oil, gas or coal, if 
all the following conditions are met: 


(i) The registrant hes not been in production during 
the current fiscal.year or the two years immediately 
prior thereto; except that being in production for an 
aggregate period of no more than eight months over 
the three-year period _— not be a violation of this 
condition. 


(ii) Receipts from the sale of mineral products or from 
the operations of mineral producing properties by the 
registrant and its subsidiaries combined have not ex- 
ceeded $500,000 in any of the most recent six years 
and have not aggregated more than $1,500,000 in the 
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most recent six fiscal years. 


(d) Notwithstanding the foregoing provisions of this 
section, the financial information required by Part | 
Form 10-Q shall not be deemed to be “‘filed’’ for 1. 
purpose of section 18 of the Act or otherwise subject 
to the liabilities of that section of the Act but shall be 
subject to all other provisions of the Act. 


* * * * 


V. §8249.312 Form 12-K, annual report for issuers 
which file reports with certain other federal agencies. 
Form 12-K is hereby rescinded. 


VI. 8240.13b-1 Carriers and other persons subject to 
federal regulation. .Rule 13b-1 is hereby rescinded. 


(Secs. 12, 13, 15(d), 23(a), 48 Stat. 892, 894, 895, 901; 
sec. 203(a), 49 Stat. 704; secs. 1, 3, 8, 49 Stat. 1375, 
1377, 1379; sec. 202, 68 Stat. 686; secs. 3, 4, 6, 78 
Stat. 565-568, 569, 570-574; secs. 1, 2, 82 Stat. 454: 
secs. 1, 2, 28(c), 84 Stat. 1435, 1497; sec. 105(b), 88 
Stat. 1503; secs. 8, 9, 10, 18, 89 Stat. 117, 118, 119, 
155; 15 U.S.C. 78 |, 78m, 780(d), 78w(a).] 


By the Commission. 


George A. Fitzsimmons 
Secretary 


April 28, 1977 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 34-13478 


EXEMPTION FROM FINANCIAL STATEMENT RE- 
QUIREMENTS FOR CERTAIN RAILROAD ISSUERS 


AGENCY: Securities and Exchange Commission. 
ACTION: Advance Notice of Proposed Rulemaking. 


SUMMARY: The Commission announces it is con- 
sidering the formulation of rules and requests public 
comment regarding the appropriateness of providing 
permanent exemption for lessor and switching and - 
terminal company railroads from the financial reporting 
requirements of Commission forms. 


DATES: Comments must be received on or before: 
June 17, 1977. 


ADDRESS: Comments should refer to file N 
$7-653 and should be submitted in triplicate to Geo. 








A. Fitzsimmons, Secretary, Securities and Exchange’ 
Commission, 500 North Capitol Street, Washington, 
D.C. 20549. 


OR FURTHER INFORMATION CONTACT: Paul A. 
Belvin, Office of Disclosure Policy and Proceedings, 
Division of Corporation Finance, Securities and 
Exchange Commission, 500 North Capitol Street, 
Washington, D.C. 20549 (202-755-1750). 


SUPPLEMENTARY INFORMATION 


In related action today’ the Securities and Exchange 
Commission announced the adoption of amendments 
to Rules 13a-13 [17 CFR 240.13a-13], 14 a-3 {240.15d- 
13], and the revocation of Rule 13b-1 [17 CFR 240.13b- 
1] and annual report Form 12-K [17 CFR 249.312] 
under the Securities Exchange Act of 1934 (the ‘’Ex- 
change Act’’) [15 U.S.C. 78a et seq., as amended by 
Pub. L. No. 94-29 (June 4, 1975)]. The effect of these 
amendments is to require that those registrants who 
currently file copies of their reports submitted to the 
Interstate Commerce Commission, Federal Power 
Commission, Federal Communications Commission, 
and Civil Aeronautics Board in lieu of the Commis- 
sion’s regular annual and quarterly report forms instead 
file reports in compliance with such forms and the 
regulations governing such reports. 


It was suggested during the proceeding by a number 
* railroad related commentators that lessor railroads 


_and switching and terminal companies should be the 


subject of a broad exemption from the financial state- 
ments requirements of Forms 10-K and 10-Q. Lessor 
railroads are substantially or wholly owned subsidiaries 
of operating railroads whose facilities or trackbeds are 
operated under lease pursuant to which the parent 
railroad is lessee. The income of the lessor subsidiary is 
determined pursuant to the lease arrangement based 
on the interest and a fixed dividend on the outstanding 
securities of the lessor. Switching and terminal com- 
panies are owned by operating railroads which share 
the expenses of operation on a user basis. 


The Commission specifically invites additional com- 
ment from interested parties regarding the appropriate- 
ness of providing permanent exemption from the 
financial statements requirements of Forms 10-K and 
10-Q for these and other railroad issuers and the proper 
form and content of any such exemptions. Comment is 
also invited as to the precise manner by which any 
such issuers might be identified in any exemptive pro- 
visions, in. order that the scope of the exemption is not 
unduly broad. The Commission also invites comments 





"Securities Exchange Act Release No. 34-13477 (April 
, 1977). 


as to why railroad‘entities of the type described above 
should be the subject of an exemption, while other 
entities, such as financing subsidiaries of non-railroad 
issuers, traditionally have not been the subject of a 
categorical exemption from the reporting require- 
ments. 


The Commission anticipates that. final a¢tion with 
respect to this matter will be announced no later than 
October 1, 1977. 

By the Commission. 


George A. Fitzsimmons 
Secretary 


April 28, 1977 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 34-13479/ April 28, 1977 


SEE 


SECURITIES ACT OF 1933 
Release No. 33-4824/April 28, 1977. 





SECURITIES AND EXCHANGE ACT OF 1934 
Release No. 13480/ April 28, 1977 


Admin. Proc. File No. 3-5211 
In the Matter of 


BURLINGTON NORTHERN INC. 
176 East Fifth Street 
St. Paul, Minnesota’ 


ORDER INSTITUTING PROCEEDINGS AND: FIND- 
INGS, OPINION AND ORDER OF THE COMMISSION 


The Commission deems it appropriate that proceedings 
be instituted with respect to Burlington Northern Inc. 
(“BNI”) pursuant to Section 15(c)(4) of the Securities 
Exchange Act of 1934 (the “Exchange Act’’) to 
determine whether BNI’s filings with the Commission 
pursuant to Sections 12 and 13 of the Exchange Act 
and the rules and regulations promulgated thereunder 
were deficient as set forth below. 


Simultaneously with the institution of these proceed- 
ings, BNI has submitted an offer of settlement for the 
purpose of disposing of the issues raised in these 
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proceedings. Under the terms of its offer of settle- 
ment, BNI, solely for the purpose of these proceed- 
ings, without admitting or denying the facts, findings 
or other statements set forth herein will constitute an 
admission or denial or adjudication with respect to any 
matter referred to herein, consents to the Findings and 
Order of the Commission. 


The Commission has determined that it is appropriate 
and in the public interest to accept the offer of settle- 
ment of BNI and, accordingly, is issuing this order. 


|. FACTS 
Introduction 


Burlington Northern Inc. (“BNI”) is a Delaware 
corporation with executive offices located in St. Paul, 
Minnesota. BNI was formed on March 2, 1970 by the 
consolidation of its three major constituent railroad 
companies: Great Northern Railway Company, Nor- 
thern Pacific Railway Company and Chicago, Burling- 
ton & Quincy Railway Company. As a result, BNI 
became the Nation’s largest railroad system in terms of 
total miles of road operated. 


Most of BNI’s over $3 billion in reported assets as of its 
1975 fiscal year are related to its railroad operations 
which account for about 90% of its revenues reported 
as of the same fiscal year. BNI is also engaged in non- 
railroad transportation and natural resource related 
businesses (timber, lumber products, minerals, oil and 
gas, and real estate). 


BNI‘s past securities offerings were not subject to 
registration under the Securities Act of 1933 since it is 
a carrier regulated by the Interstate Commerce Com- 
mission (“ICC”) under the Interstate Commerce Act.' 
However, securities of BNI are listed and traded on the 
New York Stock Exchange and are registered pursuant 
to Section 12(b) of the Securities Exchange Act of 
1934 (File No. 1-6324)? Also, BNI has filed annual 


reports with the Commission on Form 12-K, quarterly 
reports on Form 10-Q, and proxy statements and 
annual and quarterly reports to shareholders. As pa” 
of its Form 12-K and Form 10-O reports, BNI has fil 
copies of its annual and quarterly reports to security 
holders as well as copies of its annual and quarterly 
reports to the ICC.° 


BNI has about 58,000 stockholders and 12.4 million 
shares of common stock outstanding. In addition, at 
the end of 1975 BNI had outstanding over three million 
shares of preferred stock, $65 million face amount of 
5- % % convertible debentures and over $800 million in 
mortgage bonds, equipment and other debt obliga- 
tions. 


In its filings with the Commission and other public 
disclosures since the merger, BNI has reported a 
generally upward trend in earnings (except for 1975)* 
and increasing capital and operating expenditures for 
physical plant, equipment and operations. BNI has also 
forecast substantial increases in revenues over the next 
several years from the transportation of Western coal. 
However, in the view of the Commission, BNI’s reports 
filed with the Commission and other public disclosures 
have not provided adequate information with respect 
to (1) policies and practices concerning maintenance 
and capital expenditures for physical plant and equip- 
ment and (2) the profitability of its railroad operations. 
The Commission believes that such information 
necessary for a reasonable appraisal of BNI’s operatin, 
efficiency, financial results and future prospects. 


The Commission acknowledges that determinations 
concerning the levels of maintenance and capital 
spending for railroad plant and equipment involve dis- 
cretionary management decisions. The Commission 
further recognizes that such spending levels are de- 
termined after consideration of a number of factors. 
These factors may include not only current and 
anticipated needs and what is desirable from the point 
of view of physical factors and operational and finan- 





'See Section 3(a)(6) of the Securities Act. This 
provision was amended by the ‘‘Railroad Revitalization 
and Regulatory Reform Act of 1976,’’ February 5, 1976 
(““P.L. 94-210’) which deleted the exemption for public 
offerings of railroad securities, except equipment trust 
certificates. Thus, future BNI public offerings of 
securities (except equipment trust certificates exempted 
by Section 3(a)(6)) will have to be registered with the 
Commission under the Securities Act. 


?BNI’s registration statements under Section 12(b) 
contain financial and other information and, in certain 
instances, copies of offering circulars used in 
post-merger securities offerings are included as 
exhibits. 


234/SEC DOCKET 


3The Commission issued for public comment proposed 
rule changes which could require carriers’ reports to _ 
fully comply with the provisions of Forms 10-K and 10-0 
(Securities Exchange Act of 1934, Rel. No. 12892). 
Present rules permit carriers to file copies of their ICC 
reports in lieu of the requirements of Forms 10-K and ; 
10-Q. 


4BNI’s consolidated net income 1970 to 1976 is as 
follows (in millions): 


1970 —$26.4 
1971 —$35.4 
1972—$48.7 


1973—$51.5 
1974 — $84.3 
1975—$52.9 


1976 —$73.0 





my 





cial objectives, but also constraints imposed by limita- 

tions on financial resources and the practical need of a 

4husiness to attempt to achieve a reasonable return on 
apital. 


The Commission is not questioning BNI manage- 
ment’s decisions as to the appropriate levels of ex- 
penditures under the circumstances. What the 
Commission does question is the adequacy of BNI’s 
disclosure concerning its policies and practices and 
other factors affecting the levels of such expenditures. 
In this regard, management spending decisions, as 
well as the facts and circumstances upon which they 
are based, can and do have a significant impact on 
financial results, operating efficiency, and future 
prospects. Thus, the Commission believes that it is 
important that investors receive sufficient information 
to evaluate management decisions with respect to 
these matters. 


Practices Concerning Track 
Maintenance and Other Expenditures 


Among the factors considered in determining the levels 
of BNI’s track renewals are the historical track renewal 
patterns and traffic volume, the weight of rail, average 
car load weight and anticipated future needs. Since 
about 1958, the average annual levels of BNI’s (in- 
‘uding its predecessors’) rail and tie replacements 
_ave been at approximately one half the levels pre- 
vailing in the 1940’s and 1950's. Ballast installations 
have followed the same general pattern. This cyclical 
pattern of track work appears to be common to the 
industry generally, although the peaks and valleys may 
vary considerably from railroad to railroad. Since 1958, 
BNI in particular and the industry in general have ex- 
perienced a substantial increase in train weights and a 
generally upward trend in traffic volume. Large 
amounts of basic track materials installed by BNI in the 
1940’s and 1950’s have been reaching and will continue 
to reach the ends of their useful lives. 


Derailments and other accidents and speed restrictions 
are related, among other things, to track conditions 


* and maintenance levels. BNI states that its mainten- 


ance of way related derailments and accidents have 
been below the national average for Class | railroads.5 
However, the incidence of such accidents on BNI per 
million train miles increased substantially since the 
1950’s continuing through the post-merger years. 
According to BNI’s 1975 annual report to stockholders, 
as of December 31, 1975, about 8.8 percent of its track 
was subject to speed restrictions. 





‘ass | railroads include Conrail and its predecessors, 
cluding Pen Central, which tend to increase average. 


The foregoing factors are relevant to BNI’s evaluation 
of plant conditions and current and future track 
renewal needs. The increase in traffic volume which 
BNI has experienced and expects, expecially in coal 
shipments, will increase the need for BNI to consider 
these factors. 


BNI’s track maintenance and other expenditures have 
also been limited below levels deemed otherwise 
desirable by BNI management due to considerations 
relating to earnings and other financial circumstances. 
This factor has been referred to in statements by BNI’s 
top officers to the Interstate Commerce Commission 
and in internal BNI communications. In this connec- 
tion, for example, in September 1973, the Board of 
Directors was informed by management that BNI had 
reduced its rail replacement programs in 1973 due to 
the decline of earnings in the second quarter.® The 
Board was also advised that BNI was holding down 
new rail replacement levels for 1974 “in order to 
achieve a satisfactory level of earnings.’’ However, 
management raised questions as to whether there was 
any true economy in reducing the relaying program. 
Costly derailment problems and major increases in 
traffic density, especially in coal traffic were cited. A 
need to step-up the level of new rail replacements in 
the next five years was indicated.’ In connection with 
efforts to obtain rate increases in 1973 and 1974, BNI 
informed the ICC that its ‘‘problem is just plain lack of 
sufficient earnings to provide the cars and facilities we 
need to move growing freight traffic .. .’’ and that 
“(f)ar too long . . . [BNI] has suffered from earnings 
which have been substandard and inadequate, the 
pernicious effect of which has been to erode the 
company’s capital structure and physical plant to a 
critical degree.” 


Management decisions to increase or decrease (or not 
to increase) track replacement programs have a 





&The decline in second quarter earnings also led to 
limitations on other capital outlays and equipment 
maintenance expenses. BNI states that, as financial 
conditions changed during 1973, the rail replacement 
program was stepped-up after the first quarter, reduced 
after the second quarter and stepped-up in the final 
quarter with the result that more miles of track were 
relayed during the entire year than had been budgeted 
as of December 1972. 


7BNI’s management also had written to directors in 
June 1973 informing them of major problems facing BNI 
in the area of track maintenance: First, the need to 
remove as quickly as possible the substantial mileage of 
certain older rail with design defects which lead to 
broken rails; and second, deficient historical rail and tie 
renewals on a portion of ‘BNI’s rail system. 
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different and more immediate impact on current 
reported earnings than do similar decisions with respect 
to other capital programs. Under ICC accounting rules 
applicable to railroads requiring the use of “retirement- 
replacement-betterment accounting” a railroad’s track 
structure is not ratably depreciated, but rather is written 
off only when retired. When track structure is replaced, 
the cost of the replacement is treated as a charge 
against income in the year incurred. Only the cost 
allocable to the addition or betterment of the track 
structure, namely, that portion of the new rail which 
exceeds the weight of the rail replaced, is capitalized 
and added to the historical cost. Tie and ballast 
replacements and all of the cost of labor for such work 
and rail replacements are treated as current expenses. 
In this connection, one of the assumptions underlying 
betterment accounting is that the track structure will be 
maintained at a relatively constant level and will not be 
permitted to deteriorate. 


In contrast, capital expenditures for assets subject to 
ratable depreciation are capitalized and not treated as a 
current expense. Therefore, while decisions to increase 
or decrease any capital expenditure program have 
identical impacts on cash, such decisions with regard to 
track programs have a greater immediate impact on 
reported earnings than decisions with respect to other 
capital programs. 


In light of BNI’s past and current practices with respect 
to track renewals and maintenance, it may face 
disproportionately large renewal requirements in the 
future. The increases in traffic volume which BNI has 
experienced and expects, especially in coal shipments, 
will also increase the need for track renewals and 
maintenance. Increased expenditures for maintenance 
and renewals will necessarily increase charges against 
revenues which, unless offset by increased revenues 
and/or productivity, will result in lower railroad 
earnings. On the other hand, failure to make such 
expenditures for maintenance and track renewals will 
adversely affect BNI’s operating efficiency and 
earnings, and future prospects. The Commission 
believes that BNI has not provided to investors 
adequate information to evaluate these possibilities. 


With respect to equipment maintenance, such 
expenditures are treated as current expenses and, 
thus, directly affect income. Equipment maintenance 
levels affect bad order ratios ® and utilization. In this 
connection; BNI told the ICC in April 1974 that it was 
“vital” for BNI to spend $33 million to reduce its bad 
order ratios on its locomotives and freight cars from 
the 1973 levels of about 5.8 percent and 4.5 percent, 





8A bad order ratio is the percentage of locomotives or 
freight cars out of service and in need of repair. 
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respectively, to 4 percent and 3 percent, respectively. 
While BNI states that its bad order ratios since the 
merger have been below the Class | railroad average 
its bad order ratios have been substantially in excess 
the 4 percent and 3 percent levels and in 1974 and 1975 
increased over the 1973 levels. 


With respect to capital spending for plant and 
equipment? such expenditures directly affect reported 
cash and working capital position. The levels of such 
expenditures affect the extent to which BNI replaces 
worn out and obsolete plant and equipment and 
expands its capacity and improves operating efficiency. 
Capital expenditures by BNI have been limited by the 
level of earnings attained and the availability of other 
funds, thus accelerating the need for replacements of 
significant portions of its plant and equipment. 


Nature of BNI’s Disclosure 


BNI’s filings with the Commission and other disclosures 
to the investing public have not adequately dealt with 
the foregoing factors. To some extent BNI’s reports 
have discussed the aforementioned subject matter. In 
this connection, for example, BNI has represented in its 
January 15, 1974 mortgage bond circular and in reports 
to security holders for the years 1973, 1974 and 1975 
that BNI believed its track structure had been 
adequately maintained for then present traffic levels and 
safe operation but indicated that increased expenditure 
would be required in the future due to recent ai, 
expected traffic increases, especially in the transporta- 
tion of coal. In its 1974 and 1975 annual reports, BNI 
also represented that its track was in the best overall 
condition since the merger. The aforementioned 
documents also contained statistics concerning the 
amounts of rail, ties and ballast installed by BNI. In 
addition, BNI has included information concerning 
equipment maintenance and capital expenditures 
programs. However, in light of the preceding 
discussion, the Commission does not believe that such 
disclosures by BNI have been adequate. 


Profitability of Railroad and Freight Operations 


BNI’s reports filed with the Commission reflect the 
contributions of its transportation (mostly railroad) and 
its nontransportation activities to revenues and to “‘net 
operating income.” Such reports state that BNI does 
not allocate its substantial interest and other fixed 
charges (‘‘fixed charges’) among its lines of business. 





®These are items which are capitalized for accounting 
purposes. Plant items include new lines and extensions 
communications and signalling systems. Equipme 
items include new locomotives and freight cars. 








As a consequence, such reports fail to fully and 
accurately reflect the contribution of the railroad relative 
to net operating income.'° For example, BNI’s line of 
yusiness reporting for the years 1970 through 1975 
shows that its transportation operations accounted for 
92 percent of revenues and 59 percent of net operating 
income (or $371 million). If an allocation of fixed 
charges related to the transportation business were 
made, the contribution of transportation to net 
operating income would be materially reduced. 


In addition, BNI’s line of business reports have omitted 
other material information necessary to make a reason- 
able comparison and appraisal of the results from 
continuing operations, which has consisted almost 
entirely of freight operations since the Amtrak take-over 
of BNI’s intercity passenger train operations in May 
1971. in this connection, BNI’s line of business reports 
do not break out the contribution of freight versus 
passenger operations or disclose the passenger deficit 
for each year. Thus, such reports have not clearly 
reflected the decline that has occurred in the 
profitability of BNI’s freight service since the merger. 


Il. FINDINGS 


For the reasons set forth in Part | hereinabove, the 
Commission finds that BNI’s reports for the years 1970 
to date filed with the Commission have failed to comply 
*n material respects with the disclosure requirements of 
3ections 12 and 13 of the Exchange Act and the 
applicable rules thereunder. 
Mil. OTHER CIRCUMSTANCES 

BNI contends that it is.one of the better maintained 
railroads in the nation, and the Commission acknowl- 
edges that it is making large dollar expenditures for 
plant and equipment. BNI also states that lower track 
renewal levels since the 1950’s are the consequence in 
part of its practice of replacing older rail with heavier 
weight rail and improvements in the quality of ties and 
ballast and of altered traffic patterns as a result of 
the merger. BNI also states that future track renewals 
may not closely follow historical patterns due to 
technological developments, mergers, general econo- 
mic conditions, demographic and traffic shifts, and 
numerous other factors which have altered since the 
merger or may alter in the future. BNI points out that it 
has installed more rail, ties and ballast each year since 
merger than it did the previous year; that its 
maintenance of way ratio (i.e., the percentage of its 
revenue spent for maintenance of track and structure) 
has consistently exceeded the average for the Class | 
railroads of the country; that the size and power of 
BNI’s locomotive fleet and the carrying capacity of its 

ars have increased; that BNI has a lower percentage of 
.S Cars out of service than the average for the Class | 


railroads of the country; and that BNI’s train accident 
ratio is below the national average. Further BNI points 
out that its accounting records are in order and fully 
comply with the accounting regulations prescribed for 
Class | railroads by the ICC. The Commission has taken 
the foregoing representations by BNI into account in 
determining whether to accept BNI’s offer of settlement 
and, to the extent they are relevant to the issues raised 
in this proceeding, the Commission has carefully 
considered them and nevertheless reached its conclu- 
sions concerning BNI’s disclosures for the reasons 
stated in its opinion. 


BNI also requests that the Commission consider the 
following undertakings which it has made as part of its 
offer of settlement: 


1. BNI will include in its next annual or quarterly report 
to security holders (whichever is earlier) a summary of 
the contents of this Order and a notice that BNI will 
furnish a copy of the Order to security holders on 
request. 


2. BNI will include a summary of this Order in any 
prospectus (in addition to other disclosures required in a 
prospectus) used in connection with any public sale by 
BNI of its securities until at least the report 
contemplated in paragraph 5 below has been submitted 
to the Commission. 


3. BNI will (a) review its disclosures to the Commission 
and the investing public, including disclosures with 
respect to its maintenance and capital spending 
practices and needs and the impact thereof on its 
financial results, operating efficiency future prospects, 
and (b) include in future reports and registration 
statements filed with the Commission such modified or 
additional information as is necessary or appropriate for 
a reasonable appraisal of the disclosures made and 
otherwise necessary to comply with the requirements of 
the federal securities laws. 


4. BNI will include in annual reports and Securities Act 
registration statements filed with the Commission 
appropriate line of business reports that contain (i) an 
appropriate allocation, to the extent material and 
practicable, of interest and other fixed charges, 
including interest on mortgage bonds, between BNI’s 





While the Commission’s approach to the allocation of 
fixed charges contemplates that management of a 
company will exercise some degree of discretion in 
devising a reporting pattern appropriate to the 
company’s operation, management should structure its 
presentation in a manner which presents information 


necessary to a reasonable appraisal of the results 
shown. 
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transportation and non-transportation businesses; and 
(ii) a breakdown of the contribution of freight and 
passenger segments of BNI’s transportation business. 


5. In furtherance of its undertakings described in 
paragraphs 3 and 4 above, BNI has employed its outside 
special counsel, who will work in conjunction with 
BNI’s personnel, other outside counsel and indepen- 
dent auditors, to conduct a special study and to prepare 
a report of their conclusions and recommendations 
which shall be submitted to BNI’s board of directors 
concerning: 


(a) Internal information systems and internal reporting 
procedures with respect to the condition of BNI’s 
physical plant and equipment fleet, and with respect to 
the impact of maintenance and capital spending on 
plant, equipment, earnings and other financial results; 


(b) Accounting policies with respect to physical plant 
and equipment; 


(c) Proposals for improvements in the disclosures made 
in BNI’s filings with the Commission, including those 
made pursuant to the undertaking described in 
paragraphs 3 and 4. 


BNI will provide such personnel and resources as is 
necessary to carry out such study and prepare such 
report. 


The aforesaid study and report of the conclusions and 
recommendations will be completed within six months 
of the date of this Order, or such later date as the staff 
of the Commission and BNI may agree. A copy of the 
report (‘‘study report’) will be promptly transmitted to 
BNI’s board of directors which, within 60 days, shall 
determine what action to take with respect to such 
conclusions and recommendations. Promptly after the 
board determines what action to take, BNI will transmit 
to the Commission a copv of the study report and a 
report of the action taken by the board. Said study 
report and report of board action may be submitted to 
the Commission under cover of an appropriate 
application for confidential treatment pursuant to 
Section 24 of the Exchange Act, the Freedom of 
Information Act and relevant rules of the Commission; 
provided, however, that favorable action by the 
Commission on such application is not a condition to its 
receipt of such reports. Promptly after the board 
determines what action to take with respect to the 
study report, BNI will also file with the Commission on 
Form 8-K a summary of the board’s action with respect 
to such study report. 


IV. RAILROAD INDUSTRY PROBLEMS 
BNI has suggested that problems related to mainte- 


nance and capital improvements are industry-wide in 
character as reflected in the recently enacted P.L. 
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94-210 and has noted that pursuant to this Act the 
Secretary of Transportation is now conducting an 
industry-wide study to be reported to Congress with 
recommendations as to the nature, kind and amount ¢ 
financial assistance required. The Commission has n 
made and cannot make an industry-wide investigation. 
The Commission recognizes, however, that deficiencies 
with respect to disclosures concerning maintenance 
and capital expenditure practices may not be unique to 
BNI, and the Commission stresses the importance of 
investors receiving complete, timely and accurate 
information concerning plant and equipment conditions 
and maintenance and capital spending practices of 
railroad issuers. 


In this connection, the Commission is concerned that 
adjustments in accounting treatment may be necessary 
if the conditions supporting the use of betterment 
accounting have changed. While the Commission is 
not prepared to resolve this issue in this proceeding, it 
is affirming the obligation of railroad issuers to make 
disclosures of the factors affecting charges against 
income in light of maintenance practices and the impact 
of the betterment method. In conneciton with its new 
responsibilities for railroad accounting conferred by P.L. 
94-210, the Commission is currently studying this 
accounting problem. 


V. ORDER 
In view of the foregoing, the Commission deems 


appropriate in the public interest to accept the offer wv. 
settlement of BNI and, accordingly, 


IT |S HEREBY ORDERED that proceedings be and they 
are hereby instituted and that BNI comply with its 
undertakings set forth in Part Ill hereinabove. 


By the Commission. 


George A. Fitzsimmons 
Secretary 
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Admin. Proc. File No. 3-5208 

In the Matter of 

ROBERT BERKSON, et al. 

ORDER INSTITUTING PROCEEDINGS AGAINS™ 


ROBERT BERKSON, MAURICE RIND AND JAM 
GALLENTINE 








The Securities and Exchange Commission (‘‘Com- 
mission’’) has ordered the institution of public 
administrative proceedings under the Securities Ex- 
hange Act of 1934 ("Exchange Act’’) and the 
ecurities Investor Protection Act of 1970 against 
Robert Berkson (‘‘Berkson’’) and Maurice Rind 
(‘‘Rind’’), the secretary and vice-president of Packer, 
Wilbur & Co., Inc. (‘Registrant’), a now defunct 
broker-dealer which maintained offices in New York 
City and Dayton, Ohio, and James Gallentine 
(“‘Gallentine’’), a former employee of Registrant. 


The proceedings are based on allegations by the 
Commission’s staff that (1) Berkson, Rind, and 
Gallentine wilfully violated the anti-fraud provisions of 
the Exchange Act and were convicted of securities 
related crimes, (2) Berkson and Rind wilfully aided and 
abetted violations of the net capital, bookkeeping, and 
financial reporting provisions of the Exchange Act and 
were preliminarily-enjoinéd from further violations of 
those provisions and from further violations of the 
antu-fraud provisions of the Exchange Act, and (3) 
Berkson and Rind were officers and directors of 
Registrant when a trustee for the liquidation of 
Registrant was appointed pursuant to the Securities 
Investor Protection Act of 1970. 


The Order alleges that Berkson, Rind, and Gallentine 
defrauded the customers of Registrant in connection 
with sales and pledges, for the account of Registrant, 
* stock belonging to the customers of Registrant, 
which stock was being held by Registrant in trust for 
those customers. In addition, the Order alleges that 
Berkson, Rind, and Gallentine used the proceeds of 
the sales and pledges for the benefit of Registrant and 
themselves, without obtaining authority from their 
customers to do so and without informing their 
customers that they were doing so, and that, as part of 
the above conduct, Berkson, Rind, and Gallentine 
forged, or directed others to forge, signatures of 
customers on stock transfer powers, and delivered 
stock, along with the forged stock transfer powers, to 
persons who purchased the stock from Registrant. 


A hearing will be scheduled by further order to take 
evidence on the staff's allegations and to afford the 
respondents the opportunity to offer any defenses 
thereto, for the purposes of determining whether the 
allegations are true and, if so, what, if any, action of a 
remedial nature, should be ordered by the Commis- 
sion. 





ECURITIES EXCHANGE ACT OF 1934 
Release No. 34-13482/April 28, 1977 


PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 


Release No. 35-20008/ April 28, 1977 


INVESTMENT COMPANY ACT OF 1940 
Release No. 1C-9740/ April 28, 1977 


RE-EXAMINATION OF RULES RELATING TO 
SHAREHOLDER COMMUNICATIONS, SHARE- 
HOLDER PARTICIPATION IN THE CORPORATE 
ELECTORAL PROCESS AND CORPORATE GOVER- 
NANCE GENERALLY 


AGENCY: Securities and Exchange Commission. 


ACTION: Request for Written Statements and 
Announcement of Hearings. 


SUMMARY: The Commission has requested written 
statements preparatory to holding hearings on the 
subjects of shareholder communications, shareholder 
participation in the corporate electoral process and 
corporate governance. Such statements and hearings 
are to give the Commission the benefit of the views of 
interested members of the public in a broad 
re-examination of its rules concerning proxy solicita- 
tions. 


DATES: Written statements must be received on or 
before July 1, 1977. 


ADDRESSES: All communications should be submit- 
ted in triplicate to George A. Fitzsimmons, Secretary, 
Securities and Exchange Commission, 500 North 
Capitol Street, N.W., Washington, D.C. 20549. Such 
communications should refer to File No. S7-693, and 
will be available for public inspection at the 
Commission’s Public Reference Room, 1100 L Street, 
N.W., Washington, D.C. 20549. 


FOR FURTHER INFORMATION CONTACT: Barbara 
L. Leventhal, Division of Corporation Finance, 
Securities and Exchange Commission, Washington, 
D.C. 20549 (202-755-1750). 


SUPPLEMENTARY INFORMATION: The Securities 
and Exchange Commission today announced that it 
will hold public hearings concerning shareholder com- 
munications, shareholder participation in the corporate 
electoral process and, more generally, corporate 
governance. The hearings, which are tentatively 
scheduled to commence in September, 1977, are for 
the purpose of giving the Commission the benefit of 
the views of interested members of the public with 
respect to these matters, in order to assist the 
Commission in a broad re-examination of Regulation 
14A [17 CFR 240.14a-1 et seq.] promulgated under 
Section 14(a) of the Securities Exchange Act of 1934 
(“Exchange Act’’) [15 U.S.C. 78a et seq., as amended 
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by Pub. L. No. 94-29 (June 4, 1975)] relating to the 
solicitation of proxies, and other applicable statutory 
provisions, rules and regulations. At the conclusion of 
these hearings, the Commission will determine 
whether it is necessary or appropriate in the public 
interest or for the protection of investors to propose 
amendments to Regulation 14A, to propose amend- 
ments to other applicable rules or to recommend 
legislation to Congress. 


|. Background 


Over the years, questions have frequently been raised 
relating to the extent to which shareholders should be 
able to participate in corporate governance. The 
Commission recently adopted amendments to Rule 
14a-8 [17 CFR 240.14a-8], promulgated pursuant to 
Section 14(a) of the Exchange Act, which clarify the 
procedural requirements in connection with share- 
holder proposals. However, as the Commission 
emphasized in Securities Exchange Act Release No. 
12999, November 22, 1976, 41 FR 52994 (Dec. 3, 


1976), announcing the adoption of these amendments, 
they were ‘‘not intended as a final resolution of the 
questions and issues relating to shareholder particip’ 
tion in corporate governance and, more general. 
shareholder democracy.’’ The Commission believes 
that it is now appropriate to study these issues on a 
broader basis. 


Recent disclosures concerning a wide variety of 
questionable and illegal corporate practices, accom- 
plished in certain instances with the knowledge and 
participation of top corporate management, have 
served to focus public attention on the subject of 
corporate accountability.' A number of proposals 
designed to achieve a new “‘corporate governance” — 
have been suggested, including placing greater 
emphasis on the role of outside directors and audit 
committees, * increasing federal control over corporate 
conduct’ through legislation which requires federal 
chartering? or setting of minimum standards of 
corporate conduct,* and providing mechanisms to 





' During the last two years, more than three hundred 
and fifty corporations have made disclosures, in public 
documents filed with the Commission, of a wide 
variety of questionable and illegal corporate practices 
including bribes, kickbacks, illegal political contribu- 
tions, and improper accounting practices. As noted in 
the ‘Report of the Securities and Exchange Commis- 


sion on Questionable and Illegal Corporate Payments 
and Practices,’’ submitted to the Senate Committee on 
Banking, Housing and Urban Affairs (May 12, 1976), 
“Itlhe almost universal characteristic of the cases 


reviewed by the Commission has been the 
apparent frustration of our system of corporate 
accountability .. .” 


As indicated in Sec. Exch. Act Rel. No. 13346 (March 
9, 1977), the Commission has for many years 
supported the establishment of corporate audit 
committees. In 1940, the Commission urged the 
formation of audit committees, composed of non- 
officer directors, to participate in arranging corporate 
audits. Accounting Series Release No. 19 (Dec. 5, 
1940). In 1972, the Commission specifically endorsed 
the establishment by all publicly held companies of 
audit committees composed of outside directors. 
Securities Exchange Act Release No. 9548 (March 23, 
1972), 37 FR 6850 (Apr. 5, 1972). The Commission 
reiterated this support by amending its rules to require 
disclosure in proxy statements of the existence or 
absence of audit committees. Securities Exchange Act 
Release No. 11147 (Dec. 20, 1974), 40 FR 1012 (Jan. 6, 
1975). More recently, in the wake of revelations of 
questionable and illegal corporate payments and 
practices, the Commission has urged strengthening the 
independence and vitality of corporate boards of 
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directors and has suggested that, at least initially, 
those principles could be implemented by amending 
the listing requirements of the New York Stock 
Exchange (NYSE) and other self-regulatory organi- 
zations. See letter, dated May 11, 1976, from 
Chairman Hills to NYSE asking the Exchange to 
consider that suggestion. A NYSE rule which requi' 
listed domestic companies to establish independe.. 
audit committees has been adopted and approved by 
the Commission. Securities Exchange Act Release No. 
13346 (March 9, 1977). 


3Legislation to require federal chartering of corpora- 
tions has been advocated by many commentators. See 
generally Schwartz, A Case for the Federal Chartering 
of Corporations, 31 Bus. Law 1125 (1976); Nader, The 
Case for Federal Chartering, in ‘‘Corporate Power 
in America’ 67 (R. Nader and M. Green, eds. 
1973). In June of 1976, the ‘concept of Federal 
chartering as a possible method of bringing the giant 
multinationals into reign’ [sic] was explored in a 
hearing before the Senate Committee on Commerce. 
“Hearings on Corporate Rights and Responsibilities” ° 
before the Committee on Commerce, U.S. Senate, 
94th Cong. 2d Sess. (June 15, 1976). See also H.R. 
7581, 121 Cong. Rec. H. 4648 (May 22, 1975), the 
“Corporate Citizenship and Competition Bill,”” intro- ~ 
duced by Rep. James V. Stanton, which provides for 
federal chartering to achieve an anti-trust objective. 


4See Cary, Federalism and Corporate Law, Reflections 
Upon Delaware, 83 Yale L. J. 663 (1974); Cary, A 
Proposed Federal Corporate Minimum Standards Act 
20 Bus. Law 1101 (1974); Arsht, Reply to Profes 
Cary, 31 Bus. Law 1113 (1976). 








assure a higher level of management accountability to 
shareholders through revisions of the Commission's 
oxy rules.® 


the SEC, through its jurisdiction over proxy 
solicitations, has broad power under section 14(a) of 
the Securities Exchange Act to promulgate proxy rules 
and regulations which are ‘‘necessary or appropriate in 
the public interest or for the protection of investors.” 
The Commission recognizes that under the existing 
regulations shareholders often may not be provided 
adequate opportunities to participate meaningfully in 
corporate governance or the corporate electoral 
process. Shareholders generally have limited infor- 
mation relating to certain significant corporate policies 
and practices on matters which are not submitted to 
shareholders for their approval; and, as a_ practical 
matter, limited access to corporate proxy machinery. 
For the vast majority of shareholders, an election 
contest is not feasible because of the huge expenses 
involved. Although shareholders may be permitted to 
make nominations from the floor at annual meetings, it 
is clear that this right is of little practical value, since at 
that point proxies have already been received by 
management, for nominees which it has chosen, and 
the number of shareholders attending an annual 
meeting typically is insignificant. The Commission 
believes that it is now appropriate to study these issues 
on a broader basis. 


ll. Scope of Inquiry 
The Commission is interested in obtaining the views of 
interested members of the public in the following 


areas: 


A. Obtaining Shareholders’ 
Matters 


Views on_ Significant 


In recent years, both individual and _ institutional 
shareholders of publicly owned corporations have 
expressed significant interest in obtaining disclosure of 
corporate policies and activities in a number of areas, 
including practices which have a significant impact on 
, the environment, employment and other potentially 
discriminatory practices, corporate policies towards 
political contributions, and other socially significant 
matters.® Shareholders have also indicated a desire to 
obtain the views of other shareholders on such policies 





5Feis, Is Shareholder Democracy Attainable?, 31 Bus. 
Law 621 (1976); Schwartz, A Proposal for the 
Designation of Shareholder Nominees for Director in 
“~~ Corporate Proxy Statement, 74 Col. L. Rev. 1139 

74); Eisenberg, Access to the Corporate Proxy 
Machinery, 83 Harv. L. Rev. 1489 (1970). 


and activities by means of the Commission’s proxy 
rules, specifically Rule 14a-8. Such matters are 
required to be disclosed, where material.’ However, 
the complexity of these matters and other considera- 
tions generally limit the possibility of adopting manda- 
tory specific disclosure rules or guidelines applicable to 
registration statements, reports and proxy statements, 
filed pursuant to the federal securities laws® except in 





®Securities Act Release No. 5627, (October 14, 1975), 
40 FR 51656 (Nov. 6, 1975), contains, inter alia, the 
Commission’s conclusions on the basis of public 
hearings and comments with respect to investors’ 
interest in and use of information pertaining to socially 
significant matters. Approximately one hundred 
participants in the Commission’s public proceedings 
identified themselves as investors who consider social 
information important. ‘“The majority of these 
investor-participants who explained the use to which 
they might put social information indicated that such 
information might play a role in voting on shareholder 
proposals. A lesser number indicated that such data 
would be taken into account in determining what 
securities to purchase, hold or sell.’’ Id. at 39. The 
Commission concluded on the basis of this proceeding 
that there had been no showing, ‘‘particularly in light 
of the more than 100 areas of social information 
identified by persons responding to our request for 
comments, that disclosure of information describing 
corporate social practices should be specifically 
required of all registrants.”” Id. at 2. This conclusion 
was based on the view of the Commission and the 
courts ‘“‘[t]lhat economic matters were the primary 
concern of the Congress in prescribing the Commis- 
sion’s disclosure authority.”’ Id. at 13. The Commission 
noted, however, that ‘‘insofar as the Commission’s 
rulemaking authority under Section 14(a) of the 
Securities Exchange Act is concerned the primacy of 
economic matters, particularly with respect to 
shareholder proposals, is somewhat less The 
Congressional purpose in enacting Section 14 has been 
characterized as ‘to require fair opportunity for the 
operation of corporate suffrage.’ ’’ Id. at 14. See also 
Sec. Act Rel. Nos. 5569 (Feb. 11, 1975) and 5704 (May 
6, 1976) with regard to this proceeding. 


17 CFR 230.408; 17 CFR 240.10b-5; 
240.12b-20; 17 CFR 240.14a-9(a). 


17 CFR 


8See e.g. Sec. Act Rel. No. 5627 (October 14, 1975) 
(Commission's conclusions with respect to investors’ 
interest in and use of information pertaining to socially 
significant matters); Report of the SEC on Question- 
able and Illegal Corporate Payments and Practices, 
submitted to the Senate Committee on Banking, 
Housing and Urban Affairs (May 12, 1976). 
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limited circumstances’ The Commission's proxy rules 
also limit the manner in which shareholders may seek 
the views of other shareholders on these matters, 
because of, among other reasons, standards based on 
state law'’ and limitations placed on solicitations of 
shareholders which do not fully comply with the 
Commission’s proxy rules." 


In light of the demonstrated interest of shareholders in 
a number of significant matters in which their 
corporations are involved, including those described 
above, the Commission invites comments from 
interested persons on the following areas of inquiry: 


1. Should the Commission amend its proxy rules to 
facilitate communications between shareholders on 
matters in which they have an interest? 


a) If so, what standards should be applied to 
determine which matters are proper subjects for such 
communications? 


b) What criteria, if any, should be applied to 
shareholders who wish to communicate with other 
shareholders on such matters and in what manner 
should such communications be made? 


2. Should the Commission amend its proxy rules to 
provide a mechanism whereby shareholders would be 
able to present their views on management proposals? 
If so, what mechanism would be appropriate? 


3. Should the Commission amend its proxy rules, 
specifically Rule 14a-3(b) [17 CFR 240.14a-3(b)] or 
Schedule 14A [17 CFR 240.14a-101] to require 
management to discuss in its annual report to 
shareholders or proxy statement certain matters in 
which shareholders have an interest? If so, what 
standards should be applied to determine which 
matters are proper subjects for such discussion? 


4. What would be the costs and benefits of 1-3 above? 





%See e.g. Sec. Act Rel. No. 5704 (May 6, 1976), 41 FR 
216321 (May 27, 1976), relating to environmental 
disclosure; Sec. Act Rel. No. 5170 (July 19, 1971), 36 
FR 13989 (July 29, 1971), relating to disclosure of 
certain civil rights matters. 


17 CFR 240.14a-8(c)(1). 


"See 17 CFR 240.14a-1(f) (definition of ‘‘Solicitation’’); 
17 CFR 240.14a-2 (Solicitations to which 88240.14a-1 
to 240.14a-11 apply); 17 CFR 240.14a-3 (Information to 
be furnished to security holders); and 17 CFR 
240.14a-11 (Special provisions applicable to election 
contests). 
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5. To what extent might the self-regulatory organiza- 
tions require shareholder communication procedures 
along the lines suggested in 1 above, the presentatio’ 

of shareholders’ views on management proposals < 

suggested in 2, above, or disclosures similar to those 
suggested in 3, above, as a condition of listing or 
continued trading in a corporation’s securities? 


B. Shareholder Participation in Corporate Governance 


In recent years there has been a considerable amount 
of thoughtful criticism concerning the ability of share- 
holders to participate meaningfully in the governance 
of their corporations. Some of this criticism is related 
to the matters discussed under A, above, but much of 
it relates to shareholder participation in the selection 
and election of the corporate managers, the directors 
who either set corporate policies or select those who 
do, the executive officers. In light of the foregoing, the 
Commission invites comments from interested persons 
on the following areas of inquiry: 


1. Should the Commission’s Proxy Rules be amended 
to permit shareholders to propose by-law changes, 
charter amendments or other appropriate changes in 
the governing instruments of the corporation which 
would permit shareholders to nominate candidates for 
election as directors even where such matters may not 
be proper subjects for shareholder action under state 
law? 


2. If so, would other amendments to the proxy rules 
be necessary, such as amendments to Rules 14a-1, 
14a-2, 14a-3, 14a-7, 14a-8 and 14a-11? Particular atten- 
tion is directed to the following questions: 


(a) Should shareholders have access to management's 
proxy soliciting materials for the purpose of nominating 
persons of their choice to serve on the board of 
directors? 


(b) If so, what criteria, if any, should be applied to 
shareholders who wish to have access to manage- 
ments’ proxy soliciting materials for such purpose? 


(c) What disclosures should be required of share- 
holders who utilize management's proxy soliciting 
materials for the purpose of making nominations? 


(d) Are shareholder nominations allowable under state 
law? 


(e) Can meaningful distinctions be drawn between 
persons attempting to take over management of a 
corporation and shareholders interested in nominating 
a candidate for election as a director? 


3. Should the Commission consider further voting 01 





securities held in “street” or nominee name, including 
rules of self-regulatory organizations which result in 

street’ name stock generally being voted for manage- 
ment on many matters under certain circumstances?" 


4. Are there situations involving conflicts of interest 
where affiliates or other persons should be required to 
vote their securities with the majority, or in proportion 
to the votes of shareholders who do not have such 
conflicts of interest, in some or all matters affecting 
the substantive rights of shareholders? 


(a) Should other means of “‘neutralizing’’ such votes 
be considered? 


(b) Does the Commission have such authority under 
the federal securities laws?" 


5. To what extent might the self-regulatory organiza- 
tions promulgate rules requiring companies to adopt 
procedures such as those suggested in 1, 2, 3 or 4 
above as a condition to listing or continued trading of a 
company’s securities? 


6. Are there other steps the Commission could take to 
improve corporate governance, such as changes in the 
format of proxies or prohibition or limitation on the use 
of discretionary proxies? 


. If it is impracticable or inappropriate for the 
Commission to provide for more meaningful participa- 





The Final Report of the Securities and Exchange 
Commission on the Practice of Recording the 
Ownership of Securities in the Records of the Issuer in 
Other Than the Name of the Beneficial Owner of Such 
Securities (December 3, 1976) detailed the voting 
practices of brokers who hold securities on behalf of 
their customers. It indicated that under stock exchange 
rules brokers who do not receive voting instructions 
from customers may vote shares held for such persons 
on certain specified matters and those which do not 
substantially affect shareholders rights during the 10 
days prior to the meeting. See e.g. NYSE Rule 452. 
These votes are invariably cast for management. Id. at 
13-15. The Commission concluded that ‘‘because of 
requirements and limitations in those rules, such voting 
is not improper.’’ Id. at 8. The Commission desires in 
the instant proceedings to receive information as to the 
effects of such voting practices on corporate 
governance. 


'3Similar proposals with respect to ‘‘going private”’ 
‘ansactions were published for public comment in 
yecurities Act Release No. 5567 (February 6, 1975) 
(File No. 4-178). 


tion by shareholders in corporate governance under its 
existing statutory authority, should the Commission 
consider submitting or supporting legislation which 
would establish minimum federal standards for 
conduct by directors? If so, would an express federal 
private right of action be necessary to enforce 
meaninfully such standards? 


8. What would be the costs and benefits of 1-7 above? 


C. Changes Relating to Matters to be Disclosed in 
Proxy Statements or Otherwise in Connection with the 
Solicitation of Proxies 


It has been suggested that the disclosure of certain 
information which presently is not expressly required 
to be disclosed in proxy statements or in connection 
with the solicitation of proxies might assist share- 
holders in evaluating the quality of corporate 
management and in making informed voting decisions. 


Therefore, the Commission invites comments from 
interested persons on the following matters: 


1. Should the Commission amend its proxy rules, 
specifically Rule 14a-3(b) or Schedule 14A, to require 
disclosure in proxy statements and/or annual reports 
to shareholders of: 


(a) the process used by management to select 
nominees for directorships; 


(b) the qualifications, if any, which nominees must 
possess; 


(c) how much time incumbents have devoted to the 
affairs of the corporation during the previous fiscal 
year; 


(d) what aspects of the issuer’s activities incumbents 
have dealt with during that year; and 


(e) whether any directors have resigned from the 
board in the last fiscal year and, if so, the reasons 
therefor?"* 





“Similar proposals were recently submitted to the 
Commission’s Advisory Committee on Corporate 
Disclosure by its Working Group on Proxy Disclosure. 
The Advisory Committee rejected a number of 
proposals recommending that the Commission require 
substantial additional disclosures in proxy statements 
or annual reports to shareholders concerning a 
registrant's directors. The following recommendations 
were tentatively approved: (1) that the Commission 
require issuers to include in their proxy materials a 
statement of the date by which shareholder proposals 
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2. Should the Commission amend its proxy rules, 
specifically Rule 14a-3(b), to require disclosure in 
annual reports to shareholders of the views or 
statements of outside or independent directors relating 
to the performance of management or other matters? 


3. Should the Commission amend its proxy rules, 
specifically Item 7 of Schedule 14A, to provide for 
more detailed or comprehensive disclosure of man- 
agement remuneration? If so, what changes would 
be appropriate?'® 


4. Should the Commission amend its proxy rules, 
specifically Rule 14a-3(b) and/or Schedule 14A, to 
require that post meeting reports be included in annual 
reports to shareholders or proxy statements? Should 
Schedule 14A be amended to require disclosure of 
whether transcripts of annual meetings will be made 
available to shareholders on request? 


5. What would be the costs and benefits of 1-4, 
above? 


lil. Procedures 


In order to facilitate consideration .of the relevant 





must be received by an issuer in order to be eligible for 
inclusion in the issuer’s proxy materials for its next 
subsequent year’s annual meeting; (2) that information 
concerning the nomination of corporate directors 
should include a statement of whether there is a 
nominating committee of the board and, if so, identify 
the members of the committee; and (3) that 
corporations must file a director's resignation letter 
with the Commission if the director so requests. 


"The Commission presently has under consideration 
proposals to provide more comprehensive information 
to shareholders concerning remuneration received by 
certain officers and directors by requiring disclosure in 
proxy statements of all direct remuneration paid by 
registrants and their affiliates. It also has invited pub- 
lic comments as to whether the information now 
available regarding various forms of executive compen- 
sation plans is adequate for purposes of determining 
the actual compensation of management and for 
comparing the levels of management compensation 
among companies. Sec. Act Rel. No. 5758 (Nov. 2, 
1976), 41 FR 49493 (Nov. 9, 1976); See e.g. ‘SEC v. 
Potter Instrument Corp.’”’ (D.D.C. March 9, 1977), in 
which a corporation, its largest stockholders, and 
board of directors consented to the entry of an 
injunction based in part on allegations that the 
corporation violated the ‘34 Act by failing to disclose 
that the chairman of the board had received substantial 
benefits from the corporation in addition to his salary. 
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issues, the Commission requests that all interested 
persons submit written statements, setting forth their 
views with respect to the issues enumerated above, o 
other relevant issues. After the Commission has had an 
opportunity to review the written submissions, the 
Commission will issue an order for hearings inviting 
brief oral statements from among those persons who 
have made such submissions and have requested to be 
heard orally, and others, and establishing procedures 
to be followed at the hearings. Any definitive proposals 
to amend Regulation 14A or other applicable rules, 
will, of course, be published for comment. 


This public rulemaking proceeding has been ordered by 
the Commission pursuant to Sections 14(a), 21(a), 22 
and 23(a) of the Securities Exchange Act of 1934 and 
Rule 4(b) of the Commission’s Rules of Practice. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


April 28, 1977 


[Secs. 14(a), 21(a), 22, 23(a), 48 Stat. 895, 899, 901; 
sec. 203(a), 49 Stat. 704; sec. 8, 49 Stat. 1379: sec. 5, 
78 Stat. 569, 570; sec. 18, 89 Stat. 155; 15 U.S.C. 
78n(a), 78u(a), 78v, 78w(a).] 





Suggested Background Materials 


In light of the importance of the issues under 
consideration in the instant proceeding, the Commis- 
sion is anxious to obtain the views of all interested 
persons, including individual and institutional in- 
vestors. The following commentaries, which are 
referred to in the release, may provide helpful 
background information on the subject matter of the 
release: 


ARSHT, Reply to Professor Cary, 31 Bus. Law 1113 
(1976). 


Cary, Federalism and Corporate Law: Reflections Upon 
Delaware, 83 Yale L. J. 663 (1974). 


Cary, A Proposed Federal Corporate Minimum 
Standards Act, 29 Bus. Law 1101 (1974). 


Eisenberg, Access to the Corporate Proxy Machinery, 
83 Harv. L. Rev. 1489 (1970). 


Eisenberg, Legal Models of Management Structure ir 
the Modern Corporation Officers, Directors and Ac. 
countants, 63 Calif. L. Rev. 375 (1975). ‘ 





Feis, Is Shareholder Democracy Attainable?, 31 Bus. 
Law 621 (1976). 


‘ader, The Case for Federal Chartering in Corporate 
ower in America 67 (R. Nader and M. Green eds. 
1973). 


Schwartz, A Case for Federal Chartering of Corpor- 
ation, 31 Bus. Law 1125 (1976). 


A Proposal for the Designation of Shareholder Nom- 
inees for Director in the Corporate Proxy Statement, 
74 Col. L. Rev. 1139 (1974). 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13483/April 28, 1977 


Admin. Proc. File No. 3-5175 
In the Matter of 


BENCHMARK SECURITIES, INC. 
(801-10561) 

c/o Mr. Arnold Phillips 

2029 Century Park East 

Suite 600 

Los Angeles, California 90067 


JINDINGS AND ORDER IMPOSING REMEDIAL 
SANCTIONS 


In these proceedings under the Securities Exchange 
Act of 1934 (‘Exchange Act’’) and the Investment 
Advisers Act of 1940, Benchmark Securities, Inc. 
(“Benchmark”), which was alleged in an Order for 
Proceedings to have violated Section 17(a) of the 
Securities Act of 1933 (‘’Securities Act’’), Section 
10(b) of the Exchange Act and Rule 10b-5 thereunder 
while registered as a securities broker-dealer and as an 
investment adviser, has failed to file an answer to the 
Order for Proceedings in the time prescribed by the 
Commission’s Rules of Practice. It having failed to 
answer the Order for Proceedings, the Commission, 
pursuant to Rule 7 of its Rules of Practice, deems 
Benchmark in default and deems the allegations in the 
Order for Proceedings to be true. 


Accordingly, it is found that during the period from 
September 1975 through April 1976 Benchmark 
willfully violated and willfully aided and abetted 
violations of Section 17(a) of the Securities Act and 
Section 10(b) of the Exchange Act and Rule 10b-5 
thereunder. * 





These findings are not binding upon any other 
Aspondent herein. 





IT IS ORDERED that effective immediately, the 
registration of Benchmark Securities, Inc. as a 
securities broker-dealer and as an investment adviser is 
hereby revoked. 


For the Commission, by its Secretary, pursuant to 
delegated authority. 


George A. Fitzsimmons 
Secretary 





NEWS DIGEST SUMMARY 


BENCHMARK SECURITIES, INC. SANCTIONED. 
The Commission announced that on April 28, 1977, it 
revoked the broker-dealer and investment adviser 
registration of Benchmark Securities, Inc. (‘“Bench- 
mark’’) of Los Angeles, California. The revocation was 
entered by default after Benchmark failed to file an 
answer to the Commission’s Order for Proceedings 
issued on February 16, 1977. The Order was based on 
staff allegations that Benchmark had violated the 
antifraud provisions of the federal securities laws in 
connection with debt securities issued by Reclamation 
District No. 2090. (Rel. 34- 


MKWolensky (556-0776) 
MNZanides (556-0993) 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13484/April 28, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE BY 
PACIFIC STOCK EXCHANGE INCORPORATED 


File No. SR-PSE-77-8 


The Pacific Stock Exchange Incorporated submitted on 
April 1, 1977, a proposed rule change under Rule 19b-4 
to clarify the floor broker’s due diligence responsibili- 
ties in executing market orders; and to establish new 
procedures to be followed in effecting a single price 
opening during opening rotations. 


Publication of the submission is expected to be made 
in the Federal Register during the week of May 2, 
1977. In order to assist the Commission in determining 
whether to approve the proposed rule change or 
institute proceedings to determine whether the 
proposed rule change should be disapproved, inter- 
ested persons are invited to submit written data, views 
and arguments concerning the submission within 30 
days from the date of publication in the Federal 
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Register. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D.C. 20549. 
Reference should be made to File No. SR-PSE-77-8. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13485/April 28, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY PACIFIC STOCK EXCHANGE INCORPORATED 


File No. SR-PSE-77-9 


The Pacific Stock Exchange Incorporated submitted on 
April 14, 1977 a proposed rule change under Rule 
19b-4 to permit exercise price intervals of 2% points 
for securities trading below $25, 5 points for securities 
between $25 and $80 and 10 point intervals for 
securities trading above $80. 


Publication of the submission is expected to be made 
in the Federal Register during the week of May 2, 
1977. In order to assist the Commission to determine 
whether to approve the proposed rule change or 
institute proceedings to determine whether the 
proposed rule change should be disapproved, inter- 
ested persons are invited to submit written data, views 
and arguments concerning the submission within 21 
days from the date of publication in the Federal 
Register. Persons desiring to make written submissions 
should file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D.C. 20549. 
Reference should be made to File No. SR-PSE-77-9. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission's Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the 
above-mentioned self-regulatory organization. 
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For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13486/April 28, 1977 


NOTICE OF FILING OF PROPOSED RULE CHANGE 
BY THE MIDWEST STOCK EXCHANGE, INC. 


File No. SR-MSE-77-10 


The Midwest Stock Exchange, Incorporated (‘‘MSE”’) 
submitted on April 26, 1977 a proposed rule change 
under Rule 19b-4 which would add Article XXXIV to 
the Exchange rules; this Article provides for registered 
market-makers in equity securities traded on the MSE. 


Publication of the submission is expected to be made 
in the Federal Register during the week of May 2, 
1977. In order to assist the Commission to determine 
whether to approve the proposed rule change or 
institute proceedings to determine whether the 
proposed rule change should be disapproved, inter- 
ested persons are invited to submit written data, views 
and arguments concerning the submission within 21 

days from the date of publication in the Feder 

Register. Persons desiring to make written submissions* 
should file six copies thereof with the Secretary of the 
Commission, Securities and Exchange Commission, 
500 North Capitol Street, Washington, D.C. 20549. 
Reference should be made to File No. SR-MSE-77-10. 


Copies of the submission and of all written comments 
will be available for inspection at the Securities and 
Exchange Commission’s Public Reference Room, 1100 
L Street, N.W., Washington, D.C. Copies of the filing 
will also be available at the principal office of the 
above-mentioned self-regulatory organization. 


For the Commission by the Division of Market 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 13487/April 26, 1977 


In the Matter of 








MIDWEST STOCK EXCHANGE, INCORPORATED 
120 South LaSalle Street 
Chicago, Illinois 60603 


3R-MSE-77-5) 
ORDER APPROVING PROPOSED RULE CHANGE 


On March 7, 1977, the Midwest Stock Exchange, 
Incorporated (‘‘MSE’’) filed with the Commission, 
pursuant to Section 19(b) of the Securities Exchange 
Act of 1934 (the ‘‘Act’’), as amended by the Securities 
Acts Amendments of 1975, and Rule 19b-4 thereunder, 
copies of a proposed rule change to remove the 
. requirement that one of the sponsors of an applicant 
for membership be a member. 


Notice of the proposed rule change together with the 
. terms of substance of the proposed rule change was 
given by publication of a Commission Release 
(Securities Exchange Act Release No. 13357, (March 


11, 1977)) and by publication in the Federal Register: 


(42 Fed. Reg. 15389 (March 21, 1977)). 


The Commission finds that the proposed rule change is 
consistent with the requirements of the Act and the 
rules and regulations thereunder applicable to national 
securities exchange, and in particular, the require- 
ments of Section 6 and the rules and regulations 
*hereunder. 


.« IS THEREFORE ORDERED, pursuant to Section 
19(b) (2) of the Act, that the proposed rule change 
filed with the Commission on March 7, 1977, be, and it 
hereby is, approved. 


For the Commission by the Division of Market 
Regulation, pursuant to delegted authority. 


George A. Fitzsimmons 
Secretary 








_ PUBLIC UTILITY HOLDING COMPANY 
ACT OF 1935 





_ PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 


Release No. 19996/April 22, 1977 
In the Matter of 


THE COLUMBIA GAS SYSTEM, INC. 
““"Imington, Delaware 


/ 


COLUMBIA GAS OF WEST VIRGINIA, INC. 
COLUMBIA GAS OF KENTUCKY, INC. 
COLUMBIA GAS OF VIRGINIA, INC. 
COLUMBIA GAS OF PENNSYLVANIA, INC. 
COLUMBIA GAS OF NEW YORK, INC. 
COLUMBIA GAS OF MARYLAND, INC. 
COLUMBIA GAS OF OHIO, INC. 

Columbus, Ohio 


COLUMBIA GAS TRANSMISSION COR- 
PORATION 
Charleston, West Virginia 


COLUMBIA GULF TRANSMISSION COMPANY 
Houston, Texas 


COLUMBIA HYDROCARBON CORPORATION 
COLUMBIA COAL GASIFICATION CORPO- 
RATION 

THE INLAND GAS COMPANY, INC. 

Ashland Kentucky 


COLUMBIA GAS DEVELOPMENT CORPO- 
RATION 

COLUMBIA LNG CORPORATION 

COLUMBIA GAS DEVELOPMENT OF CANADA 
LTD. 

Wilmington, Delaware 


(70-5991) 


ORDER AUTHORIZING INTRASYSTEM FINANCING; 
RESERVATION OF JURISDICTION 


The Columbia Gas System, Inc. (‘Columbia’), a 
registered holding company, and Columbia Gas of 
West Virginia, Inc. (‘‘Columbia of West Virginia’’), 
Columbia Gas of Kentucky, Inc. (‘‘Columbia of 
Kentucky’’), Columbia Gas of Virginia, Inc. (‘‘Colum- 
bia of Virginia’), Columbia Gas of Pennsylvania, Inc. 
(“Columbia of Pennsylvania”), Columbia Gas of New 
York, Inc. (“Columbia of New York’’), Columbia Gas 
of Maryland, Inc. (““Columbia of Maryland’’), Columbia 
Gas of Ohio, Inc. (‘‘Columbia of Ohio”), Columbia Gas 
Transmission Corporation (‘“Transmission’’), Columbia 
Gulf Transmission Company (‘Gulf Transmission’’), 
Columbia Hydrocarbon Corporation (‘Hydrocarbon’), 
Columbia Coal Gasification Corporation (‘‘Coal Gasifi- 
cation’), The Inland Gas Company, Inc. (‘‘Inland’’), 
Columbia Gas Development Corporation (‘‘Develop- 
ment U.S."), Columbia LNG Corporation (‘Columbia 
LNG") and Columbia Gas Development of Canada, 
Ltd. (‘Development Canada’’), all of which are 
wholly-owned subsidiaries of Columbia, have filed an 
application-declaration with this Commission pursuant 
to Sections 6(b), 9, 10, 12(b) and 12(f) of the Public 


SEC DOCKET/247 











Utility Holding Company Act of 1935 (‘Act’) and The estimated expenditures by Columbia's subsidiaries 
Rules 43, 45 and 50(a)(3) promulgated thereunder as_ for construction programs and gas supply projects for 
1977 are as follows: 


applicable to the proposed transactions. 





Columbia of Kentucky 
Columbia of Ohio 
Columbia of Maryland 
Columbia of New York 
Columbia of Pennsylvania 
Columbia of Virginia 
Columbia of West Virginia 
Transmission 

Gulf Transmission 
Development U.S. 
Development Canada 
Columbia LNG 
Hydrocarbon 

Inland 

Coal Gasification 


Totals 


Gross 


Additions 


1,129,000 
14,392,000 
829,000 
1,255,000 
7,260,000 
956,000 
4,384,000 
88,628,000 
62,875,000 
85,970,000 
15,652,000 
25,370,000 
2,338,000 
4,514,000 


22,857,000 


338,409,000 


Net 
Salvage 
and Non- 


Cash Items 


(19,000) 
385,000 
86,000 


1,106,000 
(8,000) 
639,000 
12,411,000 
4,250,000 
2,391,000 


9,870,000 
40,000 
318,000 


482,000 


31,951,000 


Net 
Capital 


Expenditures 


1,148,000 
14,007,000 
743,000 
1,255,000 


15,652,000 
15,500,000 
2,298,000 
4,196,000 


22,375,000 


306,458,000 





Certain subsidiaries plan to finance a part of their their issuance and sale to Columbia of Common stock; 
capital expenditure programs and other corporate and unsecured Installment Promissory Notes (‘‘Install- 
needs with funds generated from internal sources and ment Notes’) up to the amount indicated: 

to finance the balance prior to April 1, 1978, through 





Columbia of Kentucky 
Columbia of Ohio 
Columbia of Maryland 
Columbia of New York 
Columbia of Pennsylvania 
Columbia of Virginia 
Columbia of West Virginia 
Gulf Transmission 
Development U.S. 
Development Canada 
Columbia LNG 
Hydrocarbon 

Inland 

Coal Gasification 


Totals 


Equity 





Par 
Value 


Aggregate 
Amount 


Installment 
Notes 
Aggregate 
Amount 


Total 





5,000,000 


20,000,000 


13,450,000 


400,000 
7,300,000 
400,000 
800,000 
5,100,000 
700,000 


18,000,000 
45,000,000 


55,000,000 
1,500,000 
2,300,000 

13,450,000 


400,000 
7,300,000 
400,000 
800,000 
5,100,000 
700,000 
5,000,000 
18,000,000 
45,000,000 
20,000,000 
55,000,000 
1,500,000 
2,300,000 
26,900,000 





38,450,000 


149,950,000 


188,400,000 
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The Installment Notes will be nonregistered and dated 
the date of their issue. The principal amounts will be 
due in twenty equal annual installments on March 31st 

* each of the years 1979 to 1998, inclusive (except for 
<oal Gasification). The Installment Notes issued by 
Coal Gasification in amounts of up to $13,450,000 will 
be due in equal annual installments on each March 
31st commencing the fifth year after the date of 
issuance. Interest on all notes will accrue from the date 
of issuance and is to be paid semi-annually in 
accordance with the provisions of said note on the 
unpaid principal thereof until fully paid. The interest 
rate will be the actual cost of money to Columbia with 
respect to its last sale of debentures or preferred stock 
prior to the issuance of said Installment Notes, 
decreased by an amount necessary in order that the 
interest rate be a multiple of 1/10th of 1%. Columbia 
sold $75,000,000 principal amount of debentures on 
May 19, 1976 (HCAR No. 19518), at a cost of money 
of 9.327%, and may sell additional long-term securities 
during the financing period. The Installment Notes to 
be issued initially will, therefore, bear an interest rate 
of 9.3% and Installment Notes to be issued sub- 
sequent to Columbia’s future financings will carry an 
interest rate related to the last such sale of securities 
prior to the issuance of said Notes. None of the 
Installment Notes will be purchased by Columbia 
subsequent to March 31, 1978. 


“olumbia also proposes to advance on open account 

) certain subsidiaries, and have outstanding from time 
to time as needed, up to $322,000,000 to finance the 
purchase by such subsidiaries of underground storage 
gas inventories and miscellaneous other inventories 
and for short-term seasonal purposes. Substantially all 
of such advances are expected to be taken down by 
December 31, 1977, however, a portion of such 
advances may be taken down during the period 
January 1, 1978, through May 31, 1978. All such 
advances are to be repaid on or before May 31, 1978. 


Two subsidiary companies, Transmission and Colum- 
bia of Pennsylvania, operate facilities for the 
underground storage of: natgural gas and, during the 
off-peak seasonal periods, purchase gas for storage in 
such underground facilities to be held in storage until 
the following winter when it is withdrawn from storage 
and sold. Certain other subsidiaries are included in a 
winter service tariff provision under which such 
companies prepay the commodity portion of the 
service for storage inventory gas during the summer 
months, against which prepayments, the commodity 
charge would be credited for winter deliveries. The 
subsidiaries also have additional cash requirements to 
finance normal seasonal growth in miscellaneous 
operating and maintenance supplies, inventories and 

¢ other short-term seasonal requirements. Columbia 
ates that the most economical method of financing 


these inventories and other short-term seasonal 
requirements of subsidiary companies is for Columbia 
to provide such funds on a short-term basis to its 
subsidiaries; borrowings are to be made as needed 
during the summer months and to be repaid during the 
winter from the proceeds of the sale of gas. 


The advances to be made by Columbia with respect to 
each subsidiary will be limited to the following 
maximum aggregate principal amounts: 


Columbia of Ohio $ 70,700,000 
Columbia of West Virginia 18,000,000 
Columbia of Kentucky 8,100,000 
Columbia of Virginia 2,700,000 
Columbia of Pennsylvania 17,900,000 
Columbia of Maryland 600,000 
Columbia of New York 3,000,000 
Transmission 150,000,000 
Hydrocarbon 6,000,000 
Columbia LNG 45,000,000 

Total $322,000,000 


The open account advances will initially bear interest at 
the minimum commercial lending rate in effect from 
time to time at Morgan Guaranty Trust Company of 
New York. Interest charges to the subsidiaries will be 
adjusted, after the storage financing period, to the 
effective interest cost Columbia achieves on _ its 
short-term borrowing for this purpose. 


The Public Utilities Commission of Ohio has authorized 
the issuance and sale of Installment Notes by Columbia 
of Ohio and the Public Service Commission of West 
Virginia has authorized Columbia of West Virginia to 
issue and sell its common stock to and make 
short-term borrowings from Columbia. Various state 
public utility regulatory commissions have jurisdiction 
over the issuance and sale of Installment Notes by 
Columbia of Kentucky, Columbia of New York, 
COlumbia of Pennsylvania and Columbia of Virginia. 


It is further stated that no other state commission and 
no federal commission, other than this Commission, 
has jurisdiction over the proposed transaction. It is 
stated that the issuance of the Installment Notes and 
common stock by subsidiaries is excepted from the 
competitive bidding requirements of Rule 50 by reason 
of paragraph (a) (3) thereof since the acquisition by 
Columbia of the Installment Notes and Common Stock 
will have been approved by this Commission pursuant 
to Section 10 of the Act. 


Due notice of the filing of said application-declartion 
has been given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 19964), and no 
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hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the record, 
it is hereby found that the applicable standards of the 
Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest of 
investors and consumers that said application-decla- 
ration, as amended, be granted and permitted to 
become effective: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application- 
declaration, as amended, be, and it hereby is, granted 
and permitted to become effective forthwith, subject 
to the terms and conditions prescribed in Rule 24 
promulgated under the Act, except that the time for 
filing the certification thereunder with respect to the 
proposed transactions is extended so as to allow filing 
on a quarterly basis. 


IT IS FURTHER ORDERED that jurisdiction be, and it 
hereby is, reserved with respect to the issuance of 
Installment Notes by Columbia of Kentucky, Columbia 
of New York, Columbia of Pennsylvania and Columbia 
of Virginia pending completion of the record with 
respect to those transactions. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 


Release No. 19997/April 25, 1977 
In the Matter of 


SOUTHWESTERN ELECTRIC POWER COMPANY 
Shreveport, Louisiana 


(70-5974) 


MEMORANDUM OPINION AND ORDER APPROVING 
PROPOSED CHARTER AMENDMENTS AND ISSUE 
AND SALE OF PREFERRED STOCK; DENIAL OF 
REQUEST FOR HEARING AND CONSOLIDATION 


Southwestern Electric Power Company (“SWEPCO”), 
an electric utility subsidiary of Central and South West 


Corporation (“C&SW”), a registered holding com- 
pany, has filed an amended application-declaration 
with this Commission, pursuant to Sections 6(a), 7, 


250/SEC DOCKET 


9(a), 10, 12(c) and 12(e) of the Public Utility Holding 
Company Act of 1935 (“‘Act’’), and Rules 42, 50, 62, 
and 65 promulgated thereunder. 


SWEPCO now has outstanding 360,000 shares o1 
preferred stock, $100 par value, the full amount 
authorized by its charter. SWEPCO proposes to amend 
its charter to increase its total authorized preferred 
stock to 860,000 shares, and in several other respects 
relating to the preferred stock. At the present time the 
charter includes provisions requiring an allowance of 
15% of gross operating revenues for maintenance, 
renewals and replacements in computing earnings 
coverage and “common stock equity.’’ These com- 
putations limit the issuance of new preferred stock and 
payment of common dividends. Historically, the 15% 
revenue test has been widely used by utility companies 
as a good approximation of normal maintenance and 
depreciation requirements. In recent years, escalating 
fuel costs, which have no relationship to maintenance 
and replacement needs, have increased gross re- 
venues, and, as a consequence, the 15% allowance 
greatly exceeds these requirements. 


SWEPCO has substituted a formula based on 2.9% of 
the amount of its depreciable bonded property for the 
15% of gross revenues in the supplemental indentures 
for new issues of its first mortgage bonds. It is now 
proposed, by charter amendments, to effect parallel 
amendments as they relate to the preferred stock. 


The amendments would change the amount deducted 
from gross income for depreciation, retirement, 
renewals and replacements and/or amortization to not 
less than 2.9% per annum of the average amount of 
depreciable bondable property. The amendments 
would permit adoption of a different percentage by 
Commission order, issued after notice and opportunity 
for hearing, if the Commission finds that 2.9% is no 
longer appropriate. 


The proposed amendments require approval of the 
preferred and common stocks voting by classes. 
Solicitation of proxies with respect to the preferred 
stock was authorized by order issued on February 28, 
1977 (HCAR No. 19907). The amendments were 
adopted at the special meeting held on April 22, 1977. 
C&SW as sole common stockholder of SWEPCO 
voted for the amendments. 


SWEPCO proposes to issue and sell, subject to the 
competitive bidding requirements of Rule 50, 300,000 
shares of preferred stock at not less than $100 per 
share nor more than $102.75 per share. The price and 
dividend rate will be determined by competitive 
bidding. 


The net proceeds from the sale will be used to repay._. 








portion of the short-term borrowings incurred to 
finance SWEPCO’s construction and fuel exploration 
and development programs. 


SWEPCO’s 1977 budget for these programs is 
estimated as follows: 


Generation $ 59,701,000 
Transmission 21,170,000 
Distribution and other 15,456,000 

Fuel exploration and 
development 12,617,000 
$108,944,000 


SWEPCO anticipates that it will have approximately 
$42,500,000 of short-term borrowings outstanding as 
of May 12, 1977. The 1977-1979 budget for these 
purposes is estimated at $324,458,000. 


Texas Utilities Company (‘’TU’’) has filed an 
application to intervene, requesting a hearing and a 
consolidation of this proceeding with that pending 
under Section 11(b) (1) with respect to C&@SW and 
subsidiaries in Administrative Proceeding File No. 
3-4951 (HCAR No. 19361, January 30, 1976). That 
proceeding is directed to determine whether the 
 &SW system is capable of coordinated and economic 
dperation as a single integrated system under Section 
11(b) (1). 


Besides its Texas subsidiaries the C&SW system 
includes Public Service of Oklahoma (‘’PSO’’) with 
operations in Oklahoma, and SWEPCO which renders 
service in adjoining areas in Texas, Arkansas and 
Louisiana. SWEPCO filed a reply in opposition to TU. 


TU is an intrastate exempt holding company whose 
subsidiaries provide electric service in the northern part 
of Texas. It is participating in the Section 11(b)(1) 
proceeding in an adversary role, asserting that the 
operating proposals of C&SW do not satisfy the 
integration standards of Section 11(b) (1). 


By its request for intervention and for a consolidated 
hearing TU seeks to link the status proceeding under 
Section 11(b) (1) for the entire C&SW system with 
SWEPCO’s financing proposals and proposed expendi- 
tures. It asserts that joint consideration is essential 
because ‘‘“SWEPCO’s activities as proposed in this 
proceeding may be inconsistent with the final order’’ in 
the Section 11(b) (1) proceeding, ‘‘and such other and 
further proceedings which may result therefrom’’. 


he Act does not contemplate that the procedures for 
Aearing and consolidation be employed as TU 


proposes, nor is it at all practicable. The status of the 
C&SW system under Section 11(b) (1) will remain 
unresolved for an extended time, and the kind of 
hearing that TU seeks calls for a decision based on the 
unknown, unless we wait until the Section 11(b) (1) 
case is ready for decision. That may suit TU’s interest, 
but hardly SWEPCO’s or of those whom it serves. 
SWEPCO has a continuing obligation to provide 
adequate electric service. The facilities under construc- 
tion are located within its service area, and the 
construction and fuel programs for 1977, which the 
proposed financing is to implement, are designed to 
‘meet its anticipated requirements as a public utility. It 
cannot wait for the resolution of the questions 
regarding the status of the C&SW system under 
Section 11(b) (1). 


We ruled on the same issue in connection with a 
proposed stock. financing by C&SW in 1975. The 
proceeds of the financing were to be applied to retire 
short-term debt and for equity contribution to 
subsidiaries for 1975 construction. In that case a group 
of municipal customers of PSO moved to intervene 
and for a hearing and consolidation of the financing 
with a proceeding they requested us to initiate under 
Section 11(b) (1) with respect to C&@SW. We 
authorized the financing (HCAR No. 18800, February 
3, 1975), and about a year later, as noted, we initiated 
the separate integration proceeding which is now 
pending. In denying the motion for intervention and for 
a consolidated hearing, we stated: 


“‘When the Act was adopted in 1935, few, if any, 
holding companies were in compliance with the 
requirements of Section 11(b), and it was contempla- 
ted that compliance therewith would be a prolonged 
process. The other regulatory sections of the Act were 
drawn to apply concurrently and independently of 
Section 11. 


In administering the Act, financing was regularly 
authorized on the basis of the needs of the system as it 
existed. The Act did not contemplate that the required 
authorization of necessary financing under Sections 6 
and 7 would be used as a vehicle to obtain concessions 
with respect to questions under Section 11 whenever 
this appeared to be tactically advantageous.” 


A notice of filing was duly issued (HCAR No. 19907, 
February 28, 1977). We find that the proposed 
transaction satisfies Section 6 and 7 of the Act and 
applicable rules thereunder and that TU’s application 
for intervention and request for a consolidated hearing 
should be denied. No state and no federal commission, 
other than this Commission, has jurisdiction over the 
proposed transaction. 


IT 1S ORDERED, accordingly, pursuant to the 
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applicable provisions of the Act and rules thereunder, 
that said application-declaration, as amended, be and 
it hereby is granted and permitted to become effective 
forthwith, subject to terms and conditions prescribed 
in Rules 24 and 50 promulgated under the Act. 


IT IS FURTHER ORDERED that TU’s application to 
intervene and request for a hearing and consolidation 
be, and hereby are, denied. 

By the Commission. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 19998/ April 26, 1977 


In the matter of 


NEW ENGLAND ELECTRIC SYSTEM 
20 Turnpike Road 
Westborough, Massachusetts 01581 


(70-5750) 


NOTICE OF PROPOSED EXTENSION OF BANK 
BORROWING AND INCREASE IN AMOUNT 
AUTHORIZED 


NOTICE IS HEREBY GIVEN that New England Electric 
System (‘NEES’), a registered holding company, has 
filed with this Commission post-effective amendments 
to its application-declaration previously filed and 
amended in this matter, pursuant to the Public Utility 
Holding Company Act of 1935 (‘‘Act’’), designating 
Sections 6(a) and 7 of the Act and Rules 42(b)(2) and 
50(a)(2) promulgated thereunder as applicable to the 
proposed transaction. All interested persons are 
referred to the application-declaration, as further 
amended by said post-effective amendments, which is 
summarized below, for a complete statement of the 
proposed transaction. 


By order dated December 1, 1975 (HCAR No. 19272) 
issued in this proceeding, NEES was authorized to 
issue or renew notes of a maturity less than one year 
evidencing short-term bank borrowings provided that 
the aggregate principal amount of such notes 
outstanding at any one time should not exceed 
$25,000,000. Sajd authorization is to terminate upon 
completion of NEES’s next common share issue, or on 
May 31, 1977, whichever first occurs. 


By post-effective amendments filed in this proceeding 
it is now proposed that (i) the borrowing authority be 
extended until December 31, 1978, and (ii) the 
authorized amount of borrowing be increased from 
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$25,000,000 to $52,500,000, subject to a reduction 
back to $25,000,000 as indicated below. 


NEES has outstanding $27,500,000 principal amount o 
3- % % Debentures which mature for payment on June 
1, 1977. The indenture requires NEES to deposit cash 
for such payment with the trustee one day prior to the 
maturity date. NEES has negotiated a loan from John 
Hancock Mutual Life Insurance Company (‘‘Hancock’’) 
in the amount of $27,500,000, which loan is the subject 
of a separate proceeding (File No. 70-6002). Under the 
terms of the proposed loan NEES will issue a note and 
receive the proceeds on or before May 31, 1977. It is 
stated that in order to provide for the contingency that 
the Hancock loan is not consumated by May 31, 1977, 
it is necessary for NEES to have authority to issue 
additional short-term notes to banks in the amount of 
$27,500,000. 


Such additional borrowing authority would terminate if 
the necessary funds are obtained from Hancock prior 
to May 31, 1977. If it should become necessary to use 
the proceeds from additional borrowings to pay the 
Debentures at maturity, such additional borrowings 
would be repaid upon receipt of the proceeds from the 
Hancock loan, and the borrowing authority would be 
reduced to $25,000,000. In the event the Hancock loan 
were for any reason not consumated, NEES proposes 
to negotiate a similar transaction with another 
institutional lender and use the proceeds to repay the 
additional borrowings, following which the borrowing 
authority would be reduced to $25,000,000. 


Although no formal commitments have been made, 
Nees expects such borrowings will be effected from 
among the following banks: 


Name of Bank Amount 


Bank of America, North America $ 500,000 
Division, New York, N.Y. 

Brown Brothers, Harriman and Com- 
pany, Boston, Massachusetts 

Continental Illinois National Bank 
and Trust Company, Chicago, 
Illinois 

Chase Manhattan Bank, N.A., 
New York, N.Y. 

Chemical Bank, New York, N.Y. 

Citibank, N.A., New York, N.Y. 

Irving Trust Company, New York, 
N.Y. 

Manufacturers Hanover Trust, New 
York, N.Y. 

Morgan Guaranty Trust Company, 
New York, N.Y. 

The First National Bank of Chicago, 
Chicago, Illinois 


500,000 


10,000,000 


10,000,000 
500,000 
10,000,000 
10,000,000 
500,000 
10,000,000 


500,000 


$52,500,000 





o 





The amounts that NEES may borrow from a particular 
bank may be increased or decreased, but at no time 
will the aggregate amount of short-term borrowings 
rom all banks exceed the authorization requested. 


NEES expects to have a common share issue in the 
latter half of 1977. It is proposed that the short-term 
borrowing authority extend beyond the date of such 
common share issue to December 31, 1978. The 
proceeds from the sale of notes will be made available 
to subsidiaries, particularly (1) New England Power 
Company through the purchase of additional shares of 
its common capital stock and/or capital contributions 
for its construction program or to provide for other 
capitalizable expenditures, and (2) New England 
Energy Incorporated in furtherance of its exploration 
for, and development and production of, fuel used in 
the NEES System. 


It is stated that no state commission and no federal 
commission, other than this Commission, has jurisdic- 
tion over the proposed transaction. It is further stated 
that there will be no fees or expenses incurred in 
connection with the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than May 20, 1977, request in 
writing that a hearing be held on such matter, stating 
‘he nature of his interest, the reasons for such request, 
4nd the issues of fact or law raised by said 
application-declaration, as further amended by said 
post-effective amendments, which he desires to 
controvert; or he may request that he be notified if the 
Commission should order a hearing thereon. Any such 
request should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D.C. 20549. A 
copy of such request should be served personally or by 
mail upon the applicant-declarant at the above-stated 
address, and proof of service (by affidavit or, in case of 
an attorney at law, by certificate) should be filed with 
the request. At any time after said date, the 
application-declaration, ‘as further amended by said 
post-effective amendments, or as it may be further 
amended, may be granted and permitted to become 
effective as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules as 
provided in Rules 20(a) and 100 thereof or take such 
other action as it may deem appropriate. Persons who 
request a hearing or advice as to whether a hearing is 
ordered will receive any notices and orders issued in 
this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


yw the Commission, by the Division of Corporate 
egulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 19999/ April 26, 1977 


In the Matter of 


ALABAMA POWER COMPANY 
Birmingham, Alabama 


(70-5909) 


SUPPLEMENTAL ORDER EXTENDING AUTHORIZA- 
TION TO SELL TRANSMISSION FACILITY 


By an order dated November 3, 1976 (HCAR No. 
19744), Alabama Power Company (‘‘Alabama”’), an 
electric utility subsidiary of The Southern Company, a 
registered holding company, was authorized to sell its 
Opp Transmission Substation to Alabama Electric 
Cooperative, Inc. (‘Cooperative’). Alabama has filed a 
post-effective amendment to its declaration requesting 
that the authorization to sell the substation be 
extended to July 1, 1977. Alabama states that such 
extension is necessary because the Cooperative was 
unable to obtain the requisite approval by the Rural 
Electrification Administration of the funding of the 
purchase of the substation so as to permit 
consummation of the transaction within the time 
contemplated. 


IT 1S ORDERED, pursuant to the applicable provisions 
of the Act and the rules thereunder, that the 
authorization given Alabama to sell its Opp Transmis- 
sion Substation be, and it hereby is, extended to July 
1, 1977. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegted authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 20000/ April 26, 1977 


In the Matter of 


OHIO EDISON COMPANY 
Akron, Ohio 
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(70-5754) 


ORDER APPROVING PROPOSED ISUANCE AND 
SALE OF COMMON TOCK PURSUANT TO A 
DIVIDEND REINVESTMENT AND STOCK PUR- 
CHASE PLAN 


Ohio Edison Company (“Ohio Edison’’), a registered 
holding company, has filed post-effective amendments 
to the application-declaration previously filed with this 
Commission pursuant to Sections 6(a) and 7 of the 
Public Utility Holding Company Act of 1935 (‘Act’) 
and Rule 50(a)(1) and (a)(5) promulgated thereunder 
regarding the following proposed transaction. 


Ohio Edison Company (“Ohio Edison”) proposes to 
issue and sell not more than 275,000 shares of its 
authorized but unissued common stock par value $9 
per share (the ‘“‘Additional Common Stock’’) pursuant 
to its Dividend Reinvestment and Stock Purchase Plan 
(the ‘‘Plan’’). It is anticipated that the shares of 
Additional Common Stock will be issued and sold from 
time to time through April 30, 1979, the majority of 
such shares being sold on or prior to April 30, 1978. 


By order dated March 31, 1976 (HCAR No. 19454) the 
Commission authorized the issuance and sale through 
April 30, 1977 pursuant to the Plan of not more than 
250,000 shares of the Company’s common stock. 
Although no precise number will be known until April 
30, 1977, the Company currently estimates that, of the 
250,000 shares, approximately 25,000 shares will 
remain unsold as of April 30, 1977. Therefore, Ohio 
Edison also proposes to add any such shares which 
remain unsold to the Additional Common Stock and to 
sell all such shares pursuant to the Plan, as amended, 
no later than April 30, 1979. 


The Additional Common Stock will be offered to all of 
Ohio Edison’s common stockholders pursuant to a 
voluntary plan whereby such stockholders may elect to 
(a) have dividends on their shares of common stock 
reinvested or (b) can continue to receive their cash 
dividends on shares registered in their names and 
invest by making optional cash payments of not less 
than $10 per payment nor more than a total of $5,000 
per quarter or (c) invest both their cash dividends and 
such optional cash payments. 


No service charge or commission will be paid by 
participants in connection with purchases under the 
Plan, and participants will retain all voting rights 
relating to shares purchased under the Plan. A 
participant will be able to withdraw from the Plan at 
any time upon written notice. 


The purchase price of the Additional Common Stock 
will be the average of the high and low prices for the 
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Company’s common stock, as reported in The Wall 
Street Journal report of NYSE-Composite Transac- 
tions, on the investment date as of which such 
purchase is made (or the next preceeding day o 

which the Company’s common stock is traded on the 
New York Stock Exchange, if it is not traded on the 
New York Stock Exchange on the investment date). 
Investment dates will be the last business day of each 
month. No shares will be sold under the Plan at less 
than the par value of such shares. 


The reason for the proposed issuance of the Additional 
Common Stock is to provide funds which will enable 
Ohio Edison to continue its ongoing construction 
program and to repay a portion of unsecured 
short-term debt. Ohio Edison estimates its total plant 
additions for 1977 at $353,587,000 including 
$352,861,000 in electric plant additions. 


Ohio Edison states that, as of the end of February 
1977, proceeds from the Plan have totalled 
$3,623,314.86. Ohio Edison further states that, through 
February 1977, they have incurred costs of $111,000, 
including legal fees, in administering Plan. 


The Public Utilities Commission of Ohio has authorized 
the issuance and sale of the Additional Common 
Stock. The fees and expenses incurred in connection 
with the sale of the Additional Common Stock are 
estimated at $40,000 including $12,500 in legal fees 
$2,500 in accountant fees and $18,500 in printing an 
distribution costs. 


The dividend reinvestment aspect is subject to an 
exception from the competitive bidding requirement of 
Rule 50 pursuant to paragraph (a)(1) of such Rule. The 
optional cash payment aspect requires an exemption 
pursuant to Rule 50(a)(5). 


Due notice of the filing of said post-effective 
amendment to the application-declaration has been 
given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 19955), and no hearing has 
been requested of or ordered by the Commission. 


Upon the basis of the facts in the record, it is hereby 
found that the applicable standards of the Act and the 
rules thereunder are satisfied and that no adverse 
findings are necessary; and that it is appropriate in the 
public interest and in the interest of investors and 
consumers that the application-declaration, as amend- 
ed by said post-effective amendments be granted and 
permitted to become effective): 


IT 1S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said post- 
effective amendments to the application-declaratio 

be, and they hereby are granted and permitted t. 





become effective forthwith, subject to the terms and 
conditions prescribed in Rule 24 promulgated under 
the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 20001/April 26, 1977 


In the Matter of 


PUBLIC SERVICE COMPANY OF OKLAHOMA 
Tulsa, Oklahoma 


(70-5988) 


ORDER AUTHORIZING PROPOSED CHANGE IN 
DEDUCTIONS USED TO DETERMINE EARNED 
SURPLUS FOR PURPOSES OF COMMON STOCK 
DIVIDEND LIMITATIONS 


Public Service Company of Oklahoma (‘PSO’), an 
alectric utility subsidiary of Central and South West 


Corporation, a registered holding company, has filed 
an application-declaration and amendments thereto, 
with this Commission pursuant to Sections 6(a), and 7 
of the Public Utility Holding Company Act of 1935 
(“‘Act’’) regarding the following proposed transaction. 


PSO states that the Supplemental Indentures dated 
March 1, 1966, January 1, 1969, March 1, 1972, 
January 1, 1974, and June 1, 1975 (the ‘“Supplemental 
Indentures’”’), to its Indenture dated July 1, 1945, 
under which The First National Bank and Trust 
Company of Tulsa is Trustee (the “Indenture’’), 
prohibit the payment of common stock dividends (with 
stated exceptions) in each case in excess of the sum of 
(a) earned surplus determined as provided in the 
Supplemental Indentures after a specified date, (b) a 
stated dollar amount of earned surplus at such 
specified date and (c) such additional amount as may 
be authorized or approved, upon application of the 
Company (PSO), by the Securities and Exchange 
Commission, or any successor commission thereto, 
under the Public Utility Holding Company Act of 1935. 
The determination of earned surplus requires that a 
deduction from gross income be made for mainte- 
nance, repairs and as charges for depreciation 
retirements, renewals, replacements and/or amorti- 
ation in an amount not less than 15% of PSO’s gross 
‘Operating revenues for the period in question. 


PSO states that its fuel adjustment clauses enable it to 
recover in general substantially all higher fuel costs and 
therefore, its operating revenues have been greatly 
inflated over the period—and with them the mainten- 
ance and renewal fund requirement and the related 
earnings test deduction. 


PSO states that, for the years 1972-1976 fuel costs as 
a percentage of operating revenues (less purchased 
power) has risen from 22.9% to 50.8%. PSO 
anticipates that this inflation will restrict its historical 
dividend pay-out ratio beginning sometime later in 
1977. PSO requests authorization to pay common 
stock dividends out of earned surplus earned after 
December 12, 1976, determined as provided in the 
Supplemental Indentures but after deducting as a 
minimum amounts on account of depreciation, 
retirement, renewals, replacements and/or amorti- 
zation only. Such amounts would be set at, at a 
minimum, an amount equal to 3% of the average 
amount of PSO’s depreciable bondable property as of 
the specified date. 


PSO further states that the dividend restriction in ef- 
fect under Section 16 of Article Ill of the Indenture, 
which is incorporated into the Supplemental Inden- 
tures and applies to all presently outstanding series of 
bonds other than the Series N bonds, aggregating 
$191,500,000 in principal amount and maturing from 
1978 through 2004, does not contain separate provi- 
sions expressly permitting the Commission to authorize 
payment of common stock dividends out of otherwise 
restricted amounts of earned surplus. This restriction 
similarly involves minimum deductions for mainte- 
nance, repairs and depreciation based on operating 
revenues, and these present potentially the same 
threat to PSO’s ability to maintain its dividend pay-out 
ratios as do the restrictions in later Supplemental 
Indentures. In the case of the early Supplemental 
Indentures, however, since earned surplus is in every 
case calculated on a cumulative, historical basis, there 
is a substantial cushion of unrestricted surplus 
accumulated in prior years in which deductions for 
maintenance, repairs and depreciation did not exceed 
actual expenditures or accruals for these purposes. If 
this cushion is exhausted before the maturity of the 
series of bonds issued under the early Supplemental 
Indentures, PSO would have to redeem the bonds 
involved prior to maturity, attempt legal action to 
permit deviation from the terms of the Indenture and 
Supplemental Indenture covenants or seek other, 
presently undetermined remedies. 


The notice issued with respect to this transaction 
(HCAR No. 19954) included a proposal by PSO to 
issue and sell first mortgage bonds. PSO subsequently 
amended their application-declaration to delete all 
references to such bonds. 
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No state commission and no federal commission other 
than this Commission has jurisdiction over the 
proposed additional dividend transaction. 


It is stated that the fees and expenses to be incurred in 
connection with the proposed transaction are esti- 
mated at $8,000 including $5,500 in legal fees. 


Due notice of the filing of said application-declaration 
has been given in the manner prescribed in Rule 23 
promulgated under the Act (HCAR No. 19954), and no 
hearing has been requested of or ordered by the 
Commission. Upon the basis of the facts in the record, 
it is hereby found that the applicable standards of the 
Act and the rules thereunder are satisfied and that no 
adverse findings are necessary; and that it is 
appropriate in the public interest and in the interest of 
investors and consumers that the application-decla- 
ration as amended, be permitted to become effective: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said application- 
declaration as amended, be, and it hereby is, granted 
and permitted to become effective forthwith, subject 
to the terms and conditions prescribed in Rule 24 
promulgated under the Act and subject to the further 
condition that no common stock dividend payment be 
made out of such additional earned surplus except to 
the extent that such surplus had been earned during 
the 12 calendar months immediately preceding the 
payment of such dividend. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
Saito No. 35-20002/ April 27, 1977 

Annual Report Form U5S 

AGENCY: Securities and Exchange Commission. 


ACTION: Adoption of amendments. 


SUMMARY: Form U5S is amended by deleting 
references to Sections 13 and 15(d) of the Securities 
Exchange Act of 1934 (‘1934 Act’’) (48 Stat. 881; 15 
U.S.C. 78 et seq.) in the various instructions to the 
form which now provide that registered holding 
companies and their subsidiaries may file an annual 
report on Form USS in lieu of separate annual reports 


256/SEC DOCKET 


on Form 10-K by each system company subject to the 
reporting requirements of Sections 13 or 15(d) of the 
1934 Act. The form is also amended by deleting two 
items of disclosure required by that report which are 
adequately disclosed in Form 10-K: 


EFFECTIVE DATE: The amendments will be effective 
as to reports for the calendar year 1977, to be filed on 
or before May 1, 1978. 


FOR FURTHER INFORMATION CONTACT: Andrew 
F. MacDonald, Division of Corporate Regulation, 
Securities and Exchange Commission, Washington, 
D.C. 20549 (202/523-5683). 


SUPPLEMENTARY INFORMATION: The Commission 
amends its annual report Form U5S [17 CFR 259.5s] 
filed under the Public Utility Holding Company Act of 
1935 (‘'1935 Act’’) (49 Stat. 838; 15 U.S.C. 79a et seq.) 
pursuant to Rule 1(c) [17 CFR 250.1(c)] of the Rules 
and Regulations under the 1935 Act. Form US5S is the 
annual report filed by registered holding companies 
under the 1935 Act on behalf of themselves and their 
subsidiaries. These companies have, in the past, been 
permitted to file annual reports on Form U5S as a 
substitute for annual reports on Form 10-K under the 
1934 Act. As amended, Form U5S will no longer 
relieve holding companies and their subsidiaries which 
are public issuers from complying with the annual 
reporting requirements of Form 10-K. A modified Form 
U5S will still be required for regulatory purposes under 
the 1935 Act. 


This action is being taken concurrently with the 
adoption by the Commission of a proposal to rescind 
Form 12-K [17 CFR 249.312] and to amend various 
rules under the 1934 Act applicable thereto. Issuers 
regulated by various Federal agencies have previously 
filed copies of their annual reports with those agencies 
as an exhibit to Form 12-K in lieu of complying with 
the annual reporting requirements of Form 10-K and 
have also been excused from fully complying with the 
reporting requirements of Form 10-0. The Commis- 
sion’s views with respect to the necessity for 
rescinding Form 12-K are contained in Securities 
Exchange Act Release No. 12769 (September 3, 1976). 
The amendments to Form U5S are necessary to 
conform the annual reporting requirements that apply 
to registered holding companies and their subsidiaries 
which are themselves registered issuers under the 1934 
Act to the reporting requirements which become 
effective after Form 12-K is rescinded. 


On October 5, 1976, the proposed amendments and a 
full explanation of their purpose were issued for 
comment by Holding Company Act Release No. 
35-19705 [41 FR 44863, October 13, 1976]. Th 
comment period expired November 15, 1976. Eleven 








holding companies submitted a joint response to the 
proposal, five of which also responded separately. An 
additional holding company responded independently. 
\ll comments on the proposal were critical. Generally, 
the respondents recommended that one or the other of 
the annual report forms be modified to the extent 
needed to cover the requirements of both the 1934 and 
1935 Acts. Inclusion of the regulatory details required 
under the 1935 Act in a Form 10-K, however, would 
substantially increase its size and diminish its utility as 
a convenient and uniform disclosure document for 
investors under the 1934 Act. The presentation of the 
two forms as two parts of a single report, also 
suggested, would not make any real difference in 
terms of the work involved, but would create 
unnecessary legal uncertainties as to the status of the 
contents of a double report under each of the two 
independent Acts. 


Accordingly, 17 CFR 259.5s, Form U5S, for annual 
reports filed under Section 5(c) of the 1935 Act is 
amended as follows: 


1. The portion of the facing sheet refering to a filing 
pursuant to Sections 13 or 15(d) of the Securities 
Exchange Act of 1934 is deleted. 


2. General instructions 1(b), 2(b), and the last sentence 
of instruction 2(c) are deleted. Instruction 1(a) is 
23numbered as instruction 1 and instructions 2(c) to 
2(f), inclusive, are renumbered as instructions 2(b) to 
2(e). 


3. Item 2, ‘Securities Registered on Exchanges,” is 
deleted. The other items will not be renumbered at this 
time. 


4. Item 8(b), ‘‘Holders of Capital Stock,” is deleted and 
Item 8(a) is renumbered as Item 8. 


5. The clause ‘and under the Securities Exchange Act 
of 1934” is deleted from the instruction to Item 13. 


6. The second sentence of instruction 1(b) of the 
Instructions as to Financial Statements is amended to 
read: 


The individual corporate and consolidated statements 
included in the consolidating statements with respect 
to those members of the system that file annual 
reports on Form 10-K shall correspond to the financial 
statements so filed on Form 10-K. 


7. The clause ‘“except in the case of a system company 
filing this report pursuant to Section 13 or 15(d) of the 

acurities Exchange Act of 1934” is deleted from the 
‘ourth sentence of said instruction 1(b). 


8. Instruction 1(c) of the /nstructions as to Financial 
Statements is amended to read: 


(c) There shall be included with the financial 
statements for each member company the schedules 
specified in Rule 5-04 of Regulation S-X, to the extent 
required by that regulation, except Schedules II, Ill, IV, 
X, XVII, XVIII, and XIX, provided that any schedule of 
subsidiary company may be omitted if the information 
required is included and separately identified in the 
consolidated schedules of its parent, or elsewhere in 
the financial statements or in the answers to any of the 
items of the Form. 


Any required schedule may be incorporated by 
reference to any prior filing under any act administered 
by the Commission, to the extent permitted by Rule 24 
{17 CFR 201.24] of the Commission’s Rules of 
Practice. If the information required in any schedule of 
any system company is contained in any schedule or 
schedules of such company’s report to the Federal 
Power Commission, duplicates of such schedules with 
appropriate references may be used to satisfy the 
requirements of this form. 


9. Instruction 2 of the /nstructions as to Exhibits is 
deleted. 


(15 U.S.C. 79n.) 
By the Commission. 


George A. Fitzsimmons 
Secretary 


April 27, 1977 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 


Release No. 20003/April 27, 1977 
In the Matter of 


ARKANSAS POWER & LIGHT COMPANY 
Little Rock, Arkansas 


(70-5904) 


SUPPLEMENTAL ORDER AUTHORIZING ISSUANCE 
AND SALE OF NOTES TO BANKS 


Arkansas Power & Light Company (‘Arkansas’), a 
public-utility subsidiary company of Middle South 
Utilities, Inc. (“Middle South’), a registered holding 
company, has filed with this Commission a post-ef- 


SEC DOCKET/257 











fective amendment to the declaration in this 
proceeding pursuant to Sections 6(a) and 7 of the 
Public Utility Holding Company Act of 1935 (“Act’’) 
regarding the following proposed transactions. 


By order in this proceeding dated October 29, 1976 
(HCAR No. 19734), the Commission authorized 
Arkansas to issue and sell, from time to time through 
September 30, 1978, up to $110,000,000 aggregate 
principal amount outstanding at any one time of 
unsecured short-term promissory notes to a group of 


banks and/or a commercial paper dealer. 


By post-effective amendment, Arkansas has revised 
the list of banks from which it intnds to make 
borrowings. In all other respects the transactions 
remain unchanged. Arkansas states that while no 
formal commitments for future borrowings have been 
made with any bank, it is expected that the banks to 
whom notes will be issued and sold and the maximum 
amount to be issued and outstanding at any one time 
to each such bank will be as follows: 





First National Bank of Eastern Arkansas, Forrest City, Arkansas 
Arkansas Bank & Trust Company, Hot Springs, Arkansas 


The Commercial National Bank, Little Rock, Arkansas 
First National Bank in Little Rock, Arkansas 

Union National Bank, Little Rock, Arkansas 

Irving Trust Company, New York, New York 


Manufacturers Hanover Trust Company, New York, New York 
Morgan Guaranty Trust Company of New York, New York 


National Bank of Commerce, Pine Bluff, Arkansas 
Simmons First National Bank, Pine Bluff, Arkansas 
Peoples Bank & Trust Company, Russellville, Arkansas 


Chemical Bank, New York, New York 
Marine Midland Trust Company, New York, New York 
Security Pacific National Bank, Los Angeles, California 


Maximum Amount 
to be Borrowed 


$ 300,000 
800,000 
1,000,000 
4,000,000 
1,500,000 
10,000,000 
45,000,000 
8,000,000 
1,500,000 
14,000,000 
300,000 





2,500,000 
2,500,000 
3,500,000 


Total $94,900,000 





The proposed notes will be in the form of unsecured 
promissory notes payable not more than nine months 
from the date of issuance with right of renewal, will 
bear interest at the prime commercial bank rate in 
effect at the lending bank on the date of issuance or 
renewal or from time to time depending upon the 
requirements of the lending bank, and will, at the 
option of the company, be prepayable, in whole or in 
part, at any time without premium or penalty. 


Arkansas maintains daily operating balances with the 
above Arkansas banks. If balances were to be 
maintained solely for the purpose of satisfying a 
compensating balance requirement at a rate of 15% 
and assuming a 6-%% prime rate, the effective 
interest cost would be 7.35%. The above non- 
Arkansas banks may require compensating balances of 
10% of the amount of the commitment for loans plus 
10% of the average annual amount of the loans 
outstanding from those banks. Assuming a 64% 
prime rate and a 20% compensating balance, the 
effective interest cost on loans from the non-Arkansas 
banks would be 7.81%. 


Upon the basis of the facts in the record, it is hereby 
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found that the applicable standards of the Act and the 
rules thereunder are satisfied and that no adverse 
findings are necessary; and that it is appropriate in the 
public interest and in the interest of investors and 
consumers that said declaration, as now amended, be 
permitted to become effective: 


IT 1S ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said declaration, 
as now amended, be, and it hereby is, permitted to 
become effective forthwith, subject to the terms and 
conditions prescribed in Rule 24 promulgated under 
the Act, except that the time for filing the certification 
thereunder is extended so as to allow filing on a 
quarterly basis. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 








PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 


Yelease No. 20004/April 28, 1977 


In the Matter of 


INDIANA & MICHIGAN ELECTRIC COMPANY 
Fort Wayne, Indiana 46801 


(70-5965) 
SUPPLEMENTAL ORDER CORRECTING ERROR 


In the order dated April 14, 1977 (HCAR No. 19986) 
issued in this proceeding, reference was made in 
paragraph 14 to certain contracts relating to towboats 
and barges acquired by Indiana & Michigan Electric 
Company (“I&ME”). The third sentence of that 
paragraph should have read: “‘In July of 1974 |&ME 
entered into the first of three contracts, as indicated, 
to enlarge the business acquired from Shearer.” 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 


Release No. 20005/ April 28, 1977 
In the Matter of 


ALLEGHENY POWER SYSTEM, INC. 
New York, New York 


(70-5975) 


ORDER AUTHORIZING HOLDING COMPANY TO 
BECOME BONDED AS SURETY TO A STATE FOR 
BENEFIT OF ITS SUBSIDIARY 


Allegheny Power System, Inc. (‘‘Allegheny’’), a 
registered holding company, has filed a declaration and 
an amendment thereto with this Commission pursuant 
to Sections 12(b) and 12(f) of the Public Utility Holding 
Company Act of 1935 (‘Act’) as applicable to the 
proposed transaction. 


On November 30, 1976, Monongahela Power Company 
(‘‘Monongahela’’), a public utility subsidiary of 
Allegheny, filed an application for rate increases with 
‘e Public Service Commission of West Virginia. 
Aaonongahela originally requested that such rate 
increases become effective on December 30, 1976. On 





December 8, 1976, the Public Service Commission 
suspended the effective date of the proposed rate 
increases until April 28, 1977, and began an 
investigation into the reasonableness of the proposed 
rate revisions. The Public Service Commission 
provided in its December 8, 1976, order that 
Monongahela may begin applying the proposed new 
rates beginning April 28, 1977, provided Allegheny 
becomes bonded as surety to the State of West 
Virginia for prompt refund by Monongahela of all 
amounts Monongahela may collect or receive in excess 
of such rates and changes as may be finally fixed by 
the Public Service Commission. Accordingly, Al- 
legheny proposes to become bonded as surety to the 
State of West Virginia in an amount and at an annual 
rate of interest to be determined by the Public Service 
Commission. The purpose of the proposed transaction 
is to enable Monongahela, as permitted by West 
Virginia law, to begin applying the new increased rates 
prior to completion of the Public Service Commission’s 
investigation, hearing and decision with respect 
thereto. It is expected that the amount of the bond will 
not exceed $11,500,000, which is the estimated 
additional annual revenue that the new rates will 
provide. In the event the amount of the bond ordered 
by the Public Service Commission should exceed that 
amount, Allegheny will not execute the same until it 
has filed a post-effective amendment thereto, and this 
Commission has issued a further order with respect 
thereto. 


It is stated that no state commission and no federal 
commission, other than this Commission, has jurisdic- 
tion over the proposed transaction. 


Due notice of the filing of said declaration has been 
given in the manner prescribed in Rule 23 promulgated 
under the Act (HCAR No. 19971), and no hearing has 
been requested of or ordered by the Commission. 
Upon the basis of the facts in the record, it is hereby 
found that the applicable standards of the Act and the 
rules thereunder are satisfied and that no adverse 
findings are necessary; and that it is appropriate in the 
public interest and in the interest of investors and 
consumers that said declaration, as amended, be 
permitted to become effective: 


IT IS ORDERED, pursuant to the applicable provisions 
of the Act and rules thereunder, that said declaration, 
as amended, be, and it hereby is, permitted to become 
effective forthwith, subject to the terms and conditions 
prescribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 20006/April 28, 1977 


In the Matter of 


CONSOLIDATED NATURAL GAS COMPANY 
30 Rockefeller Plaza 
New York, New York 10020 


(70-6004) 


NOTICE OF PROPOSED ISSUANCE AND SALE OF 
$75,000,000 PRINCIPAL AMOUNT OF DEBENTURES 
AT COMPETITIVE BIDDING 


NOTICE IS HEREBY GIVEN that Consolidated Natural 
Gas Company (’‘Consolidated’’), a registered holding 
company, has filed a declaration with this Commission 
pursuant to the Public Utility Holding Company Act of 
1935 (‘‘Act’’), designating Sections 6(a) and 7 of the 
Act and Rule 50 promulgated thereunder as applicable 
to the following proposed transaction. All interested 
persons are referred to the declaration, which is 
summarized below, for a complete statement of the 
proposed transaction. 


Consolidated proposes to issue and sell, subject to the 
competitive bidding requirements of Rule 50, 
$75,000,000 principal amount of % Debentures Due 
June 1, 1967. The interest rate (which will be a multiple 
of 1/8 of 1%) and the price, exclusive of accrued inter- 
est, (which will be not less than 99% or more than 
102% of the principal amount thereof) will be determined 
by competitive bidding. The debentures will be issued as 
a new series under a Seventh Supplemental Indenture, 
dated as of June 1, 1977, to the Indenture between 
Consolidated and Manufacturers Hanover Trust Com- 
pany, New York, New York, as Trustee, dated as of 
May 1, 1971. The Indenture includes a prohibition until 
June 1, 1982, against redeeming the issue with or in 
anticipation of funds borrowed at a lower effective 
interest cost. The debentures will be subject to an 
annual sinking fund of $4,700,000 commencing June 
1, 1982, which will leave $4,500,000 principal amount 
thereof to be redeemed at maturity. The proceeds of 
the sale of the debentures will be used to finance, in 
part, the 1977 capital expenditures of Consolidated’s 
subsidiary companies, estimated at $236,400,000, of 
which about 79% will be applied to gas supply 
projects. 


It is stated that the fees and expenses to be incurred in 
connection with the proposed transaction are esti- 
mated at $154,000, including $30,000 service charges 
of the system service company at cost and accoun- 
tants’ fees and expenses of $14,500. The fees and 
expenses of counsel for the underwriters are to be paid 
by the successful bidders, and the amount thereof will 
be supplied by amendment. 
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It is further stated that no State commission and no 
Federal Commission, other than this Commission, has 
jurisdiction over the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than May 25, 1977, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such request, 
and the issues of fact or law raised by said declaration 
which he desires to controvert; or he may request that 
he be notified if the Commission should order a 
hearing thereon. Any such request should be ad- 
dressed: Secretary, Securities and Exchange Commis- 
sion, Washington, D.C. 20549. A copy of such request 
should be served personally or by mail upon the 
declarant at the above-stated address, and proof of 
service (by affidavit or, in case of an attorney-at-law, 
by certificate) should be filed with the request. At any 
time after said date, the declaration, as filed or as it 
may be amended, may be permitted to become 
effective as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the 
Commission may grant exemption from such rules as 
provided in Rules 20(a) and 100 thereof or take such 
other action as it may deem appropriate. Persons who 
request a hearing or advice as to whether a hearing is 
ordered will receive any notices and orders issued in 
this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 20007/April 28, 1977 


In the Matter of 


NORTH EAST HEAT & LIGHT COMPANY 
16 North Lake Street 
North East, Pennsylvania 16428 


(70-5849) 


NOTICE OF PROPOSAL TO MAKE UNSECURED 
BORROWINGS FROM BANKS; INTERIM ORDER 
AUTHORIZING EMERGENCY BORROWING 


NOTICE IS HEREBY GIVEN that North East Heat & 
Light Company (‘North East’’) a gas utility subsidiary 
of British American Utilities (‘‘British American’), a 
registered holding company, has filed a post-effective 








amendment to an application-declaration previously 
filed with this Commission pursuant to the Public 
Utility Holding Company Act of 1935 (‘Act’) desig- 
nating Sections 6 and 7 of the Act as applicable to the 
droposed transaction. All interested persons are 
referred to the application-declaration, as amended, for 
a complete statement of the proposed transaction. 


North East proposes to issue and sell unsecured notes 
to Manufacturers and Traders Trust Company of 
Buffalo, New York (‘‘Bank’’) in an aggregate principal 
amount of $45,000. The notes will bear interest, 
payable monthly, on the unpaid principal amount 
thereof, at a rate per annum equal to the prime rate 
then in effect at the Bank plus 1-2%. At the present 
time, based on a prime rate of 6-%%, the effective 
cost of the borrowings will be 7-%. The notes are to 
be payable on demand and will be prepayable, in 
whole or in part, at any time without premium or 
penalty at the option of North East. No compensating 
balances are required. North East presently has no 
outstanding bank borrowings. It is stated that the 
proceeds of these borrowings will be used to pay 
North East’s gross receipts tax and other currently 
payable expenses. The gross receipts tax is due at the 
end of April, 1977; in light of this consideration North 
East has requested interim authorization to borrow up 
to $40,000 pending the issuance of a final order in this 
matter. British American and North East have filed a 
plan with this Commission for the reorganization of the 
holding company system (File No. 54-256). That plan 
provides for the liquidation of British American as a 
holding company and the continued corporate exist- 
ence of only North East. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than May 23, 1977, request in 
writing that a hearing be held on such matter, stating 
the nature of his interest, the reasons for such request, 
and the issues of fact or law raised by the filing which 
he desires to controvert; or he may request that he be 
notified if the Commission should order a hearing 
thereon. Any such request should be addressed: 
Secretary, Securities and Exchange Commission, 
Washington, D.C. 20549: A copy of such request 
should be served personally or by mail upon the 
applicants-declarants at the above-stated address, and 
proof of service (by affidavit or, in case of an attorney- 
at-law, by certificate) should be filed with the request. 
At any time after said date, the application-declaration, 
as amended or as it may be further amended, may be 
granted and permitted to become effective as provided 
in Rule 23 of the General Rules and Regulations 
promulgated under the Act, or the Commission may 
grant exemption from such rules as provided in Rules 
20(a) and 100 thereof or take such other action as it 
may deem appropriate. Persons who request a hearing 

y advice as to whether a hearing is ordered will 
seceive any notices or orders issued in this matter, 


including the date of the hearing (if ordered) and any 
postponements thereof. 


IT 1S ORDERED, pursuant to the applicable provisions 
of the Act and the rules thereunder that North East be, 
and it hereby is, authorized effective forthwith to incur 
short-term borrowings through May 31, 1977, in an 
aggregate principal amount not to exceed $40,000 
outstanding at any one time. Jurisdiction is reserved to 
grant the further relief applied for in whole or in part. 


For the Commission, by the Division of Corporate 
Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 
1935 
Release No. 35-20008/ April 28, 1977 


SEE 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 34-13482/ April 28, 1977 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 9732/April 22, 1977 


SEE 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 13459/April 22, 1977 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9733/April 22, 1977 


In the Matter of 

PACIFIC MUTUAL FUND, INC. 
700 Newport Center Drive 
Newport Beach, California 92663 
(811-2014) 


NOTICE OF FILING OF APPLICATION FOR AN 
ORDER PURSUANT TO SECTION 8(f) OF THE ACT 
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DECLARING THAT COMPANY HAS CEASED TO BE 
AN INVESTMENT COMPANY. 


NOTICE IS HEREBY GIVEN that Pacific Mutual Fund, 
Inc. (““Applicant’’), registered as an open-end, diversi- 
fied, management investment company under the 
Investment Company Act of 1940 (‘Act’), filed an 
application on May 12, 1976, and an amendment 
thereto on February 14, 1977, for an order of the 
Commission, pursuant to Section 8(f) of the Act, 
declaring that Applicant has ceased to be an 
investment company as defined in the Act. All 
interested persons are referred to the application on file 
with the Commission for a statement of the repre- 
sentations contained therein, which are summarized 
below. 


Applicant states that it was incorporated under the 
laws of the State of Delaware on December 22, 1969, 
registered under the Act on February 2, 1970, and filed 
a registration statement under the Securities Act of 
1933 (‘1933 Act’’) on June 17, 1970, such registration 
statement having become effective on September 1, 
1971. Applicant further states that on January 23, 
1976, it had a total of 378,731.2646 shares issued and 
outstanding, and that, concurrently with the filing of 
this application, it made a request to deregister its 
shares now registered under the 1933 Act. 


Applicant states that, pursuant to the approval of its 
directors and shareholders, it transferred all its assets 
to American Mutual Fund, Inc., an open-end, 
diversified, management investment company, on 
January 23, 1976, except for funds of approximately 
$11,267 for use in winding up its affairs, which funds 
have been expended for such purpose so _ that 
Applicant has no remaining assets. Applicant further 
states that it received shares of American Mutual 
Fund, Inc. in consideration of the transfer of such 
assets and has distributed these shares to its 
shareholders. 


According to the application, Applicant, in order to 
terminate its corporate existence, filed a Certificate of 
Dissolution with the Secretary of State of Delaware on 
March 8, 1976, is not engaged in business of any kind, 
and is in the process of winding up its affairs. 


Section 8(f) of the Act provides, in part, that whenever 
the Commission, upon application, finds that a 
registered investment company has ceased to be an 
investment company, it shall so declare by order and, 
upon the taking effect of such order, the registration of 
such company shall cease to be in effect. 


NOTICE IS FURTHER GIVEN that any interested 
persor: may, not later than May 16, 1977, at 5:30 p.m., 
submit to the Commission in writing a request for a 


262/SEC DOCKET 


hearing on the matter accompanied by a statement as 
to the nature of his interest, the reason for such 
request, and the issues, if any, of fact or law proposed 
to be controverted, or he may request that he be 
notified if the Commission shall order a hearing 
thereon. Any such communication should be ad- 
dressed: Secretary, Securities and Exchange Commis- 
sion, Washington, D.C. 20549. A copy of such request 
shall be served personally or by mail upon Applicant at 
the address stated above. Proof of such service (by 
affidavit or, in the case of an attorney-at-law, by 
certificate) shall be filed contemporaneously with the 
request. As provided by Rule 0-5 of the Rules and 
Regulations promulgated under the Act, an order 
disposing of the application will be issued as of course 
following said date unless the Commission thereafter 
orders a hearing upon request or upon the Commis- 
sion’s own motion. Persons who request a hearing, or 
advice as to whether a hearing is ordered, will receive 
any notices and orders issued in this matter, including 
the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9734/April 22, 1977 


In the Matter of 


E. |. DU PONT DE NEMOURS AND COMPANY 
1007 Market Street 
Wilmington, Delaware 19898 


(812-4086) 


ORDER PURSUANT TO SECTION 17(b) OF THE ACT 
GRANTING EXEMPTION FROM SECTION 17(a) OF 
THE ACT 


E. |. du Pont de Nemours and Company (‘‘Applicant’’), 
a Delaware corporation, filed an application on 
February 2, 1977, pursuant to Section 17(b) of the 
Investment Company Act of 1940 (the ‘Act’’), for an 
order exempting from the provisions of Section 17(a) 
of the Act Applicant’s proposed grant to Toyo 
Products Company, Ltd. (‘Toyo’), a Japanese 
corporation, of an exclusive right, with the right to 
grant similar rights to others, to use certain technology 
relating to the manufacture of spandex fiber. 


On March 25, 1977, a notice was issued (investmeny 





Company Act Release No. 9695) of the filing of the 
application. The notice gave interested persons an 
opportunity to request a hearing and stated that an 
order disposing of the application would be issued as 
f course unless a hearing should be ordered. No 


request for a hearing has been filed, 
Commission has not ordered a hearing. 


and the 


The matter having been considered, it is found, on the 
basis of the information stated in the application, that 
the terms of the proposed transaction are reasonable 
and fair and do not involve overreaching on the part of 
any person concerned and that the proposed trans- 
action is consistent with the policies of Christiana 
Securities Company, a registered, closed-end, 
management investment company owning approxi- 
mately 27.8% of the outstanding common stock of 
Applicant, and with the general policies of the Act. 


IT IS ORDERED, pursuant to Section 17(b) of the Act, 
that the proposed transaction be, and hereby is, 
exempted from the provisions of Section 17(a) of the 
Act. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9735/ April 26, 1977 


In the Matter of 


FUND A PARTNERSHIP 
c/o Arthur Andersen & Co. 
1345 Avenue of the Americas 
New York, New York 10019 


(811-2051) 


NOTICE OF FILING OF APPLICATION PURSUANT 
TO SECTION 8&(f) OF THE ACT FOR AN ORDER 
DECLARING THAT COMPANY HAS CEASED TO BE 
AN INVESTMENT COMPANY 


NOTICE IS HEREBY GIVEN that Fund A Partnership 
(‘‘Applicant’’), a non-diversified open-end investment 
company organized as a general partnership under the 
laws of New York and registered under the Investment 
Company Act of 1940 (‘‘Act’”’), filed an application on 
March 4, 1977, for an order of the Commission 
declaring that Applicant has ceased to be an 

vestment company as defined in the Act. All 
terested persons are referred to the application on file 





with the Commission for a statement of the repre- 
sentations contained therein, which are summarized 
below. 


The application states that, pursuant to a resolution 
adopted by the Management Committee of the 
Applicant on September 29, 1976, in accordance with 
its Partnership Agreement dated as of March 16, 1970, 
the Applicant was dissolved and liquidated on 
December 16, 1976; that checks representing the 
liquidating shares of the partners of the Applicant were 
mailed to said partners on December 16, 1976; that the 
existence of Applicant has ceased; and that Applicant 
has no assets and no partners. 


Section 8(f) of the Act provides, in part, that when the 
Commission, upon application, finds that a registered 
investment company has ceased to be an investment 
company, it shall so declare by order and, on the 
effectiveness of such order, the registration of such 
company shall cease to be in effect. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than May 20, 1977, at 5:30 p.m., 
submit to the Commission in writing a request for a 
hearing on this matter accompanied by a statement as 
to the nature of his interest, the reason for such 
request, and the issues of fact or law proposed to be 
controverted, or he may request that he be notified if 
the Commission shall order a hearing thereon. Any 
such communication should be addressed: Secretary, 
Securities and Exchange Commission, Washington, 
D.C. 20549. A copy of such request shall be served 
personally or by mail upon Applicant at the address 
stated above. Proof of such service (by affidavit or, in 
the case of an attorney-at-law, by certificate) shall be 
filed contemporaneously with the request. As provided 
by Rule 0-5 of the Rules and Regulations promulgated 
under the Act, an order disposing of the matter will be 
issued as of course following said date unless the 
Commission thereafter orders a hearing upon request 
or upon the Commission’s own motion. Persons who 
request a hearing, or advice as to whether a hearing is 
ordered, will receive any notices and orders issued in 
this matter, including the date of the hearing (if 
ordered) and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9736/April 26, 1977 
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In the Matter of 
METROPOLITAN LIFE INSURANCE COMPANY 
and 


METROPOLITAN VARIABLE ACCOUNT B OF 
METROPOLITAN LIFE INSURANCE COMPANY 
One Madison Avenue 

New York, NY 10010 


(812-3805) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTION FROM SECTIONS 22(e), 
27(c) (1) AND 27(d) OF THE ACT 


Metropolitan Life Insurance Company (‘‘Metro- 
politan’’), a New York mutual life insurance company, 
and Metropolitan Variable Account B of Metropolitan 
Life Insurance Company (“Account B’’), a separate 
account of Metropolitan registered under the Invest- 
ment Company Act of 1940 (‘‘Act’’) as an open-end 
management investment company (hereinafter col- 
lectively referred to as ‘Applicants’”’), filed an applic- 
ation on May 9, 1975 and amendments thereto on 
December 8, 1975, February 22, 1977 and March 30, 
1977, pursuant to Section 6(c) of the Act for an order 
exempting Applicants from the provisions of Sections 
22(e), 27(c) (1) and 27(d) of the Act to the extent 
necessary to permit compliance by Applicants with 
certain provisions of the Education Code of the State 
of Texas. 


On March 31, 1977, the Commission issued a notice 
(Investment Company Act Release No. 9702) of the 
filing of an application. The notice gave interested 
persons an opportunity to request a hearing and stated 
that an order disposing of the application would be 
issued as of course unless a hearing should be ordered. 
No request for a hearing has been filed and the 
Commission has not ordered a hearing. 


The matter has been considered and it has been found 
that the granting of the application is appropriate in the 
public interest and consistent with the protection of 
investors and the purposes fairly intended by the policy 
and provisions of the Act. Accordingly, 


IT 1S ORDERED, pursuant to Section 6(c) of the Act, 
that the application for exemption from the provisions 
of Sections 22(e), 27(c) (1) and 27(d) of the Act to the 
extent necessary to permit compliance with certain 
provisions of the Education Code of the State of Texas 
as it would apply to variable annuity contracts issued 
subsequent to the date of this order, be, and hereby is, 
granted, effective forthwith. 


For the Commission, by the Division of Investment 
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Management, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 40-9737/ April 26, 1977 


See 


INVESTMENT ADVISERS ACT OF 1940 
Release No. 40-583/April 26, 1977 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9739/April 27, 1977 


In the Matter of 


INSURED MUNICIPALS-INCOME TRUST 
c/o Van Kampen Sauerman, Inc. 

208 South LaSalle Street 

Chicago, Illinois 60604 


(812-4116) 


NOTICE OF FILING OF APPLICATION FOR AN 
ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTION FROM THE PROVISIONS 
OF SECTION 22(d) OF THE ACT. 


NOTICE IS HEREBY GIVEN that Insured Municipals- 
Income Trust (‘‘Applicant’’), a unit investment trust 
registered under the Investment Company Act of 1940 
(“‘Act’’), filed an application on April 5, 1977, and an 
amendment thereto on April 15, 1977, pursuant to 
Section 6(c) of the Act for an order of the Commission 
exempting Applicant from the provisions of Section 
22(d) of the Act to the extent necessary to permit the 
investment pursuant to an automatic reinvestment 
option (“ARO Plan’) of income and capital gains 
distributions made to certificateholders of a pre- 
decessor series of the Applicant into units of a 
subsequent series of the Applicant (‘‘Reinvestment 
Series”) at a reduced sales charge. All interested 
persons are referred to the application on file with the 
Commission for a statement of the representations 
made therein, which are summarized below. 


Applicant is sponsored by Van Kampen Sauerman, 
Inc. (‘Sponsor’). It registered with the Commission as 
a unit investment trust on August 25, 1975. It also filed 
a registration statement on Form N-8B-2 pursuant t 

Section 8(b) of the Act on October 16, 1975, and has 








commenced distribution of trust units pursuant to a 
series of registration statements under the Securities 
Act of 1933 which have been declared effective. 


Applicant represents that the objective of each of its 
series (and those of its predecessor, The First National 
Dual Series Tax- Exempt Bond Trust) is to seek 
tax-exempt income and conservation of capital 
through investment in tax-exempt bonds. All of such 
bonds are obligations issued by or on behalf of states, 
counties, territories or municipalities of the United 
States and authorities or political subdivisions thereof, 
the interest on which, in the opinion of counsel to the 
various issuers of such bonds, is exempt from all 
Federal income taxes under existing law. A separate 
Indenture is entered into each time a new series of 
Applicant is created and the bonds to comprise its 
portfolio are deposited with the Trustee. Applicant 
states that with respect to each series the Sponsor 
obtains a portfolio insurance policy protecting the 
bonds therein against default in the payment of 
principal and interest. In certain series, there have been 
or may be a bond or bonds which have been separately 
insured by the issuer thereof. 


Applicant proposes to offer the right to participate in 
the ARO Plan to certificate-holders of record in each of 
its series who have selected the semi-annual plan of 
distribution. Applicant states that its certificateholders 
vill be able to join the ARO Plan at any time by 
delivering to the Applicant’s Trustee an Authorization 
Form. Likewise, a participant may withdraw at any 
' time upon written notice to the Trustee. To assist in 
withdrawals, the Trustee intends to establish a toll free 
telephone number. However, if notification of with- 
drawal has not been given to the Trustee prior to a 
particular semi-annual distribution date, the participant 
will be deemed to have elected to participate in the 
ARO Plan with respect to that particular distribution, 
and his withdrawal will become effective for the next 
succeeding distribution. Each participant will have his 
interest and principal distributions reinvested on the 
corresponding distribution date in the appropriate 
Reinvestment Series of the Applicant. Applicant 
represents that it intends to see to it that each 
Reinvestment Series will be declared effective by the 
Commission in sufficient time to allow distribution to 
Plan participants of final prospectuses relating to such 
Reinvestment Series. As presently contemplated, it is 
intended that each Reinvestment Series will become 
effective on or about each semi-annual record date for 
determining who is eligible to receive distributions on 
the related Distribution Date. Applicant states that if a 
Reinvestment Series has not been declared effective in 
such sufficient time, the ARO Plan will be suspended 
~vith respect to that series and recommenced with the 
ext succeeding series. In such a case, a participant 
would receive his normal cash distribution. Applicant 


represents that no fraction units will be purchased 
under the ARO Plan and any excess cash from each 
distribution not utilized to purchase full units will be 
distributed to the respective Plan participants. 


In order that distributions may be reinvested on the 
next succeeding Distribution Date, the Authorization 
Form must be received by the Trustee no later than the 
15th day of the month preceding such Distribution 
Date. Any Authorization Form received after such date 
will result in the commencement of reinvestment on 
the second Distribution Date thereafter. Once delivered 
to the Trustee, an Authorization Form will, except in 
the following instance, constitute a valid election to 
participate in the Plan for each subsequent distribution 
as long as the certificateholder continues to participate 
in the Plan. If there should be a material change in the 
policies of the Applicant which adversely affect 
certificateholders or ARO Plan participants, the 
authorization will be voided and participants will be 
provided both a notice of the policy change and a new 
Authorization Form which must be returned to the 
Trustee before the certificate holder will again be able 
to participate in the Plan. 


Unless a certificateholder notifies the Trustee in writing 
to the contrary, any certificateholder who has acquired 
units through the ARO Plan will be deemed to have 
elected the semi-annual plan of distribution and to 
participate in the ARO Plan with respect to distri- 
butions made in connection with units so purchased 
under the ARO Plan. A certificateholder may withdraw 
from the ARO Plan with respect to distributions related 
to units purchased under the ARO Plan, and remain in 
the Plan with respect to units acquired other than 
through the Plan. All such distributions made with 
respect to units purchased under the Plan will be 
accumulated with distributions generated from the 
units of the series of the Applicant used to purchase 
such additional ARO Plan units, but no distributions 
generated from units of other series of the Applicant 
will be accumulated with the forégoing distributions 
for ARO Plan purchases. Thus, if a person owns units 
in more than one series of the Applicant (which are not 
the result of purchases under the ARO Plan), 
distributions with respect thereto will not be aggre- 
gated for purchases under the ARO Plan. Any funds 
not utilized to purchase full units in the Reinvestment 
Series will be automatically distributed by the Trustee 
on the Distribution Date. Confirmations of sales 
relating to units purchased under the ARO Plan and 
certificates relating thereto will be provided in the 
normal course of business. Both the Sponsor and the 
Trustee reserve the right to suspend, modify or 
terminate the Plan at any time. All participants will 
receive notice of any such suspension, modification or 
termination. 


Units of each existing series of the Applicant have 
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been offered at a public offering price of approximately 
$1,050 per unit plus accrued interest. However, it is the 
Sponsor's intention to increase the authorized number 
of units in future series of the Applicant (including 
each Reinvestment Series) so that units will be offered 
at a price of approximately $105 per unit plus accrued 
interest. It is, however, also the Sponsor's intention to 
require purchase of at least 10 units during the primary 
distribution of units (As opposed to secondary 
transactions in which there will be no minimum) by all 
investors except those purchasing units under the ARO 
Plan (in which there is no minimum). The purpose of 
this change is to insure that the current minimum 
purchase is retained for purchases in the primary 
distribution but at the same time to permit maximum 
use of distributions for the purchase of additional units 
through the reinvestment program. 


Applicant proposes to offer Reinvestment Series units 
under the ARO Plan at a price reflecting a sales charge 
of 3-%% of the underlying net asset value of the 
bonds in such series rather than the customary 4-%% 
sales charge which applies to all primary and 
secondary sales of units in the various series of 
Applicant (including primary and secondary sales of 
Reinvestment Series units other than through the ARO 
Plan). 


Section 22(d) of the Act provides, in pertinent part, 
that no registered investment company shall sell any 
redeemable security issued by it except to or through a 
principal underwriter for distribution or at a current 
public offering price described in the prospectus, and, 
if such class of security is being currently offered to 
the public by or through an underwriter, no principal 
underwriter of such security and no dealer shall sell 
any such security to any person, except a dealer, a 
principal underwriter or the issuer, except at a current 
public offering price described in the prospectus. Rule 
22d-1 permits certain variations in sales load, none of 
which it is alleged are applicable to the proposed ARO 
Plan. 


In support of its request, Applicant asserts that 
applying a sales charge of less than the customary 
4-%% charge in the case of ARP Plan purchases is 
both beneficial to ARO Plan participants, and also 
warranted in light of the related cost savings. 
Applicant states that approximately 3-%% of the 
customary 4-%% sales charge is attributable to 
brokerage effots to make the initial customer solicita- 
tion, to ascertain the customer’s financial requirements 
and to counsel him on the Applicant's specific 
product. Applicant represents that each Reinvestment 
Series will be substantially similar to the series of the 
Applicant into which the ARO Plan participant 
originally purchased with the exception of the make-up 
of the bond portfolio and certain portfolio related 
information. Consequently, the support for that 
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portion of the sales charge attributable to counselling 
the participant on the Applicant’s product is reduced, 
as is the selling effect relating to initial solicitations. It 
is the Applicant's belief that cost savings relate: 
thereto should be passed on to ARO Plan participants. 


However, with respect to any particular Reinvestment 
Series, Applicant believes a participant may seek 
professional advice, and, thus, a reduced sales charge 
for such financial services is warranted. It is the 
Applicant’s belief that a charge of 1-%% of the net 
asset value of the underlying bonds in each Reinvest- 
ment Series (or assuming a net asset value of 
approximately $100 per unit, a sales charge of $1.50 
per unit) is a reasonable and justifiable expense to be 
allocated to the soliciting broker for his professional 
assistance in connection with each Reinvestment 
Series. 


Applicant further asserts that implementation and 
continuation of the ARO Plan will create special 
out-of-pocket costs which should properly be borne by 
the Plan participants. It is the Sponsor’s belief that the 
special out-of-pocket expenses related to the Plan 
(including such items as (a) maintaining Trustee 
records on participants, (b) mailing, shipping and 
miscellaneous delivery charges, (c) maintaining a toll 
free telephone number with knowledgeable operators, 
and (d) separate printing charges) will amount to $1.00 
per unit (assuming the above net asset value, 1% of suct 
value). Finally, prior experience indicates that the 
normal out-of-pocket costs for establishing each series 
of the Applicant approximate 1% of the underlying 
asset value of the Applicant’s portfolio. Applicant 
represents that all such costs will be covered in the 
proposed 3-%% sales charge. Thus, Applicant con- 
cludes that the proposed 3-%% sales charge for ARO 
Plan purchases not only passes through certain cost 
savings to ARO Plan participants but also charges such 
persons for reasonable expenses related to the creation 
of the ARO Plan, and for fees relating to periodic, 
professional, financial advice. 


Section 6(c) of the Act provides, in pertinent part, that 
the Commission may, upon application, conditionally 
or unconditionally, exempt any person, security, or 
transaction, or any class or classes of persons, 
securities, or transactions from any provision of the 
Act or of any rule or regulation under the Act, if and to 
the extent such exemption is necessary or appropriate 
in the public interest and consistent with the protection 
of investors and the purposes fairly intended by the 
policy and provisions of the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than May 23, 1977, at 5:30 p.m., 
submit to the Commission in writing a request for 

hearing on the application accompanied by a state- 
ment as to the naturé of his interest, the reasons for 





~~ 





such request, and the issues, if any, of fact or law 
proposed to be controverted, or he may request that 
he be notified if the Commission shall order a hearing 
thereon. Any such communication should be ad- 
dressed: Secretary, Securities and Exchange Commis- 
sion, Washington, D.C. 20549. A copy of such request 
shall be served personally or by mail upon Applicant at 
the address stated above. Proof of such service (by 
affidavit, or in the case of an attorney-at-law, by 
certificate) shall be filed contemporaneously with the 
request. As provided by Rule 0-5 of the Rules and 
Regulations promulgated under the Act, an order 
disposing of the application herein will be issued as of 
course following said date unless the Commission 
thereafter orders a hearing, upon request or upon the 
Commission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is ordered, 
will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Investment 
Manangement, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. IC-9740/ April 28, 1977 


See 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 34-13482/ April 28, 1977 





INVESTMENT COMPANY ACT OF 1940 
Release No. 9741/ April 28, 1977 


In the Matter of 
THE TRAVELERS INSURANCE COMPANY 
and 


THE TRAVELERS FUND A FOR VARIABLE 
ANNUITIES 


and 


THE TRAVELERS FUND A-1 FOR VARIABLE 
ANNUITIES 

One Tower Square 

Hartford, Connecticut 06115 


(812-4085) 


NOTICE OF APPLICATION PURSUANT TO SECTION 
6(c) OF THE ACT FOR AN ORDER OF EXEMPTION 
FROM THE PROVISIONS OF SECTIONS 22(e), 27(c) 
(1) AND 27(d) OF THE ACT 


NOTICE IS HEREBY GIVEN that The Travelers 
Insurance Company (‘‘The Travelers’), The Travelers 
Fund A for Variable Annuities (“Account A’’) and The 
Travelers Fund A-1 for Variable Annuities (‘‘Account 
A-1"'), separate accounts of The Travelers registered 
under the Investment Company Act of 1940 (‘‘Act’’) as 
open-end diversified management investment com- 
panies (hereinafter collectively referred to as ‘‘Appli- 
cants”), filed an application on January 26, 1977 and 
amendments thereto on March 9 and April 13, 1977, 
pursuant to Section 6(c) of the Act for an order 
exempting Applicants from the provisions of Sections 
22(e), 27(c) (1) and 27(d) of the Act to the extent 
necessary to permit compliance by Applicants with 
certain provisions of the Education Code of the State 
of Texas. All interested persons are referred to the 
application on file with the Commission for a statement 
of the representations therein which are summarized 
below. 


The Travelers is a stock insurance company chartered 
in 1864 by special act of the Connecticut General 
Assembly and has been continuously engaged in the 
insurance business since that time. It is licensed to do 
a life insurance and annuity business in all states of the 
United States, the District of Columbia, Puerto Rico, 
Guam, Canada, the Bahamas and the Virgin Islands. 
The Travelers is a wholly-owned subsidiary of the 
Travelers Corporation, also a Connecticut insurance 
company and the publicly held parent of the Travelers 
group of companies. 


Account A and Account A-1 are separate accounts of 
The Travelers which were established on September 
22, 1967 and July 20, 1974, respectively, and are 
diversified open-end management companies which 
fund certain variable annuity contracts. The Travelers 
is principal underwriter for Account A and Account 
A-1. 


In 1967, the State of Texas directed the governing 
boards of all Texas institutions of higher education to 
make available to certain employees an Optional 
Retirement Program (‘‘Program”’), codified as Sub- 
chapter G of Chapter 51 of the Texas Education Code. 
The statute provides as the funding media for the 
Program fixed or variable annuity contracts purchased 
from any insurance or annuity company qualified to do 
business in Texas. In 1973, the Texas legislature made 
two amendments in the Program legislation, which 
amendments became effective on June 14, 1973. The 
statutory definition of the Programm was amended to 
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provide that the benefits of such annuities are to be 
available only upon termination of employment in the 
Texas public institutions of higher education, retire- 
ment, death or total disability of the participant. The 
other amendment added a new Section 51.358 to 
Subchapter G which also provides that the benefits of 
such annuities will be available only if the participant 
dies, terminates his employment due to total disability, 
accepts retirement, or terminates employment in the 
Texas public institutions of higher education. 


Because of uncertainty regarding the effect of these 
amendments, the University of Texas 
System (““System’’) requested the opinion of the 
Attorney General of Texas with respect to several 
questions concerning such amendments. The Attorney 
General rendered an opinion dated February 18, 1975, 
in response to the System's letter. The Attorney 
General interpreted Section 51.358 to prohibit provi- 
sions in a variable annuity contract issued in connection 
with the Program on or after June 14, 1973, which 
provide for making available the redemption value of 
such contract prior to the occurrence of one of the 
conditions specified in the statute, i.e., termination of 
employment, retirement, death or total disability. 
Moreever, the opinion further stated that the prohibi- 
tions of Section 51.358 were impliedly in effect upon 
the establishment of the Program (in 1967) and that 
notwithstanding any language which may be contained 
in existing contracts, a participant in the Program has 
never had the right to redeem his annuity contract 
otherwise than in accordance with the limitations 
described above. The opinion did not affect the right 
of a participant to transfer the redemption value of his 
annuity contract from one carrier to another; accord- 
ingly, the granting of the relief requested in the 
application would not affect such right. 


Sections 27{c][1], 22[e] and 27d] 


Section 27(c)(1) of the Act makes it unlawful for any 
registered investment company issuing periodic pay- 
ment plan certificates, or for any denositor of or 
underwriter for such company, to sell any such 


certiicate unless such certificate is a redeemable 
security. Section 2(a)(32) of the Act defines ‘‘redeem- 
able security’’ to mean any security under the terms of 
which the holder upon its presentation to the issuer or 
to a person designated by the issuer is entitled to 
receive appreximately his proportionate share of the 
issuer's current net assets, or the cash equivalent 
thereof. 


Section 22(e) of the Act provides that no registered 
investment company shall suspend the right of 
redemption or postpone the date of payment or 
satisfaction upon redemption of any redeemable 
security in accordance with its terms for more than 
seven days after the tender of such security to the 
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company or its agent designated for that purpose for 
redemption except in certain prescribed circumstances. 


Section 27(d) of the Act makes it unlawful for an” 
registered investment company issuing periodic pay 
ment plan certificates, or for any depositor of or 
underwriter for such company, to sell any such 
certificate unless the certificate provides that the 
holder thereof may surrender the certificate at any time 
within the first eighteen months after the issuance of 
the certificate and receive in payment thereof, in cash, 
the sum of (1) the value of his account, and (2) an 
amount, from such underwriter or depositor, equal to 
that part of the excess paid for sales loading which is 
over 15 per centum of the gross payments made by the 
certificate holder. 


Applicants request exemptions from the provisions of 
Sections 22(e), 27(c)(1) and 27(d) of the Act to the 
extent necessary to permit compliance with Section 
51.358 as it pertains to (i) redemption values under 
Contracts issued to participants in the Program 
subsequent to the date of such exemptive order and 
(ii) redemption values under Contracts issued prior 
thereto but attributable to payments made subsequent 
to the date of such order. 


Applicants assert that if such exemptions are not 
granted, pesons participating in the Program effec- 
tively will be denied an opportunity to select as a 
funding medium for their retirement benefits one o’ 
two funding media (the other being fixed annuity 
contracts) specifically provided in the Texas statute for 
such purpose. Additionally, participants will be unable 
to obtain the State’s matching contributions for the 
purchase of an equity-based retirement vehicle. In this 
respect, the Attorney General’s opinion indicated that 
these matching contributions will encourage participa- 
tion in the retirement plan but that unrestricted 
withdrawals prior to retirement might be detrimental to 
an effective retirement vehicle. In view of the 
foregoing, Applicants assert that the Commission 
should grant the requested exemptions because: (1) 
the limited restriction on redemption would be 
voluntarily assumed by participants, i.e., eligible 
employees are not required to participate in the 
Program; (2) the restrictions were not formulated nor 
suggested by Applicants; and (3) participants’ re- 
linquishment of the full right of redemption is a 
reasonable requirement in exchange for the benefits 
bestowed by the matching contributions of the State 
of Texas. 


Applicants will ensure that appropriate disclosure is 
made to persons who consider participation in the 
Program, informing them of the restriction on the 
availability of redemption values under Contracts to be 
issued to them. This disclosure will take the form of an 
appropriate reference in each Prospectus to the 








restrictions on redemption of these Contracts, as well 
as requiring each participant, as a part of the 
determination that the sale of these Contracts is 
suitable for that participant, to sign a statement 
ndicating that he/she is aware that these restrictions 
will be placed on his/her Contract when it is issued. In 
addition, Appliants will review all sales literature that is 
to be used in conjunction with the sales of these 
contracts for the existence of material representations 
that are inconsistent with the restrictions to be placed 
on these contracts and will instruct the salespeople 
involved in soliciting in this market specifically to bring 
this restriction to the attention of the potential 
participants. 


Section 6(c) authorizes the Commission to exempt 
any person, security or transaction or any class or 
classes of persons, securities or transactions, from the 
provisions of the Act and Rules promulgated there- 
under if and to the extent that such exemption is 
necessary or appropriate in the public interest and 
consistent with the protection of investors and the 
purposes fairly intended by the policy and provisions of 
the Act. 


NOTICE IS FURTHER GIVEN that any interested 
person may, not later than May 23, 1977, at 5:30 p.m. 
submit to the Commission in writing a request for a 
hearing on the matter accompanied by a statement as 
‘o the nature of his interest, the reason for such 
/equest, and the issues, if any, of fact or law proposed 
to be controverted, or he may request that he be 
notified if the Commission should order a hearing 
thereon. Any such communication should be ad- 
dressed: Secretary, Securities and Exchange Com- 
mission, Washington, D.C. 20549. A copy of such 
request hall be served personally or by mail upon 
Applicants at the address stated above. Proof of such 
service (by affidavit, or in the case of an attorney at 
law, by certificate) shall be filed contemporaneously 
with the request. As provided by Rule 0-5 of the Rules 
and Regulations promulgated under the Act, an order 
disposing of the application will be issued as of course 
following May 23, 1977, unless the Commission 
thereafter orders a hearing upon request or upon the 
Commission’s own motion. Persons who request a 
hearing, or advice as to whether a hearing is ordered, 
will receive any notices and orders issued in this 
matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Investment 
Management, Pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT ADVISERS ACT OF 1940 
Release No. 582/April 22, 1977 


See 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 13459/April 22, 1977 
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Release No. 583/April 26, 1977 


INVESTMENT COMPANY ACT OF 1940 
Release No. 9737/April 26, 1977 


Administrative Proceeding File No. 3-5114 
In the Matter of 


RICHARD C. GOLDSTEIN 
Denver, Colorado 


FINDINGS AND ORDER IMPOSING REMEDIAL 
SANCTIONS 


Richard C. Goldstein (‘’Goldstein’’) has submitted an 
offer of settlement in these proceedings brought 
pursuant to Section 9(b) of the Investment Company 
Act of 1940 and Sections 203(e) and (f) of the 
Investment Advisers Act of 1940.' In his offer, 
respondent waives a hearing and posthearing pro- 
cedures. Solely for the purpose of these proceedings 
and any other proceedings that may be brought by the 
Commission arising out of or related to the same facts 
and without admitting or denying any of the 
allegations, Goldstein has made this offer of settle- 
ment. He has stipulated that findings of wilful 
violations may be made. He also has consented to the 
imposition of specified sanctions and made certain 
representations and undertakings. 


After due consideration of the offer of settlement and 
upon the recommendation of its staff, the Commission 
has determined to accept such offer. 





'In the Matter of Janus Management Corporation, et 
a/l., instituted on November 10, 1976. 
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On the basis of the Order for Proceedings and the 
respondent's offer of settlement, the Commission 
finds: 


(1) That Goldstein wilfully aided and abetted violations 
of Sections 204, 206 and 207 of the Investment 
Advisers Act of 1940, as amended, and Rules 204-1(b) 
and 204-2 thereunder; that Goldstein wilfully violated 
Section 17(d) of the Investment Company Act of 1940, 
as amended, and Rule 17d-1 thereunder; that Gold- 
stein wilfully aided and abetted violations of Sections 
31 and 34(b) of the Investment Company Act of 1940, 
as amended, and Rule 31a-1 thereunder. 


(2) That it is in the public interest to impose the sanc- 
tions specified in the offer of settlement.” 


It is therefore in the public interest to impose sanctions 
specified in the offer of settlement as follows: 


(a) Suspend, for a period of two months, beginning 
the second Monday following the date of the Order of 
the Commission accepting the offer of settlement, 
Goldstein from being associated with a registered 
investment adviser, investment company or broker- 
dealer. 


(b) For a period of two months, beginning the second 
Monday following the date of the Order of the 
Commission accepting this offer of settlement, Gold- 
stein may not solicit, negotiate for or accept new clients 
as an unregistered investment adviser. Goldstein may 
continue to serve as investment adviser to his present 
clients and receive the compensation provided for 
under his existing advisory agreements with such 
clients. 


(c) The following undertakings stated below, be 
effectuated. 


Goldstein hereby undertakes as follows: 


1. For a period of two years after the date of an Order 
of the Commission accepting this offer of settlement, 
Goldstein shall cause to be furnished to the Denver 
Regional office of the Commission, in advance, the 
names of any accounts, other than his own or that of 
his spouse, in which security transactions are effected 
in which he has any direct or indirect beneficial 
interest. 





2The findings herein are not binding on any other 
respondent named in these proceedings. 
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2. For a period of two years after the date of an Order 
of the Commission accepting this offer of settlement, 
to submit to the Denver Regional Office of the 
Commission, quarterly, within 15 days after the end of 
each calendar quarter, a report setting forth the 
information as required by paragraph (a) (12) of Rule 
204-2 under the Investment Advisers Act of 1940, as 
amended, and like information for fiduciary accounts 
to which Goldstein is a registered or unregistered 
investment adviser. 


3. Should he become associated within two years after 
the date of an order of the Commission accepting this 
offer of settlement with any investment adviser 
registered with the Commission in the capacity of an 
‘advisory representative’ as that term is defined in Rule 
204-2(a) under the Investment Advisers Act of 1940, as 
amended, or with any investment company registered 
with the Commission under the Investment Company 
Act of 1940, as amended, he will, until the end of such 
two-year period, conduct his personal investment 
activities consistent with the provisions of the 
following policy: 


If Goldstein purchases for his own account or for an 
account in which he has any beneficial interest a 
security which is purchased for a fiduciary account 
within 30 days thereafter, Goldstein shall be deemed to 
have purchased the security at the least favorable price 
obtained during the 30-day period, and Goldstein shall 
reimburse the appropriate fiduciary account Accord: 
ingly. Whenever Goldstein purchases a security which 
is then owned by, or within six months thereafter is 
purchased for a fiduciary account, Goldstein shall be 
deemed to have purchased such security with an intent 
to hold it for at least six months after the date of 
purchase, or until after no fiduciary account owns such 
security, whichever first occurs. 


The Commission shall retain jurisdiction for such time 
as is necessary to adjudicate and dispose of any such 
subsequent proceeding. 


ACCORDINGLY, IT 1S ORDERED that the Respondent 
Richard C. Goldstein be and he hereby is required to 
do all that he had undertaken to do in his offer of 
settlement herein and it is further ordered that if the 
said Respondent should fail to comply with any of the 
ur:dertakings in the Offer of Settlement, the Commis- 
sion may, after notice and hearing, issue such further 
order with respect to him or impose such additional 
sanction on him as it deems appropriate. 


By the Commission, 


George A. Fitzsimmons 
Secretary 
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Litigation Release No. 7886/April 22, 1977 


SEC V. Harold V. Gleason, et al. 
(S.D.N.Y., 74 Civ. 4557) 


William D. Moran, Regional Administrator of the New 
York Regional Office of the Securities and Exchange 
Commission, today announced that on March 30, 
1977, the Honorable Dudley B. Bonsal of the United 
States District Court for the Southern District of New 
York signed an order of permanent injunction against 
Howard D. Crosse (’’Crosse’’), a resident of Glen 
Rock, New Jersey and the former vice chairman of 
Franklin National Bank (‘‘FNB’’) and Franklin New 
York Corporation (‘Franklin’). The order enjoins the 
defendant from violating the anti-fraud provisions of 
the federal securities laws, specifically Section 10(b) of 
the Securities Exchange Act of 1934 and Rule 10b-5 
promulgated thereunder, in connection with the 
purchase or sale of Franklin’s or FNB’s securities, or 
any other security. 


The complaint alleges, among other things, that on 
three separate occasions in 1974, the value of FNB’s 
domestic securities portfolio was inflated by a total of 
$5.6 million which overstatement was reflected in 
Franklin’s releases disclosing earnings for the first 
quarter of 1974. Crosse was charged with participating 
in conduct leading to such overstatements. He 
consented to entry of the order without admitting or 
denying the allegations contained in the complaint. 


Orders of permanent injunction have previously been 
entered against defendants Peter R. Shaddick, Carlo 
Bordoni, Andrew N. Garofalo, Donald Emrich and 
Robert C. Panepinto to enjoin them from violating 
certain provisions of the federal securities laws. Each 
of these defendants consented to the entry of orders 
against him without admitting or denying the alle- 
gations contained in the complaint. An order dismis- 
sing the complaint, with prejudice, against Franklin, a 
bankrupt corporation, was entered in July, 1975. 


MEMORANDUM 
To: Office of Reports and Information Services 
From: — 
William D. Moran 
Regional Administrator 
New York Regional Office 
Re: SEC v. Harold V. Gleason, et al. 


Subject: 


NEWS DIGEST 
FORMER FRANKLIN VICE-CHAIRMAN ENJOINED 


The New York Regional Office announced that on 
March 30, 1977, the Honorable Dudley B. Bonsal of 
the United States District Court for the Southern 
District of New York signed an order of permanent 
injunction against Howard D. Crosse (‘‘Crosse’’) of 
Glen Rock, New Jersey. The order enjoins Crosse, 
who was formerly the vice chairman of Franklin New 
York Corporation (‘Franklin’) and Franklin National 
Bank (‘‘FNB”’), from violating the anti-fraud provisions 
of the federal securities laws. 


The complaint alleged, among other things, that 
Crosse participated in conduct that resulted in an 
overstatement by $5.6 million of FNB’s domestic 
securities portfolio which overstatement was reflected 
in Franklin’s releases disclosing earnings for the first 
quarter of 1974. Crosse consented to the entry of the 
order without admitting or denying the allegations 
contained in the complaint. 


Elizabeth A. Barnes 
Staff Attorney, Branch #2 
(212) 264-1672 





Litigation Release No. 7887/ April 26, 1977 
SEC V. Solon Automated Services, Inc., et al. 
(U.S.D.C. for the D.C., Civil Action No. 77-0705 


Paul F. Leonard, Administrator of the Washington 
Regional Office, announced that on April 25, 1977, a 
civil complaint was filed in the United States District 
Court for the District of Columbia against Solon 
Automated Services, Inc. (‘Solon’), a supplier of 
self-service coin-operated laundry equipment through- 
out the United States with principal offices in 
Washington, D.C.; M. Roy Cohen of Warren, 
Vermont, president and director of Solon; S. Solon 
Cohen of Boca Raton, Florida, chairman of Solon’s 
board of directors; Milton J. Raport of Bethesda, 
Maryland, vice-president and director of Solon; Irving 
Stern of Vienna, Virginia, secretary-treasurer and 
director of Solon; Lew N. Lewis of Baltimore, 
Maryland, vice-president and director of Solon; Laurie 
R. Cohen of Washington, D.C., employee of Solon; 
and Murray Rosenstock of Hollywood, Florida, em- 
ployee of Solon. The complaint seeks to enjoin the 
defendants from violations of the antifraud provisions 
of the federal securities laws and for other appropriate 
ancillary relief. 
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The Honorable William B. Bryant, United States 
District Judge, entered judgments on April 25, 1977, 
against Solon, M. Roy Cohen, S. Solon Cohen, Milton 
J. Raport, Irving Stern, Lew N. Lewis, Laurie R. 
Cohen, and Murray Rosenstock permanently enjoining 
them from violating the antifraud provisions of the 
federal securities laws in connection with the offer and 
sale of Solon common stock or any other securities. 
The judgment further ordered the defendant Solon to 
pay to the benefit of its customers (‘‘lessors’’) the sum 
of $900,000 in accordance with a ‘‘Plan of Distribu- 
tion” filed with the Court and ordered defendants 
Solon, M. Roy Cohen, S. Solon Cohen, Milton J. 
Raport, Irving Stern, Lew N. Lewis, Laurie R. Cohen, 
and Murray Rosenstock to institute new _ policies, 
practices and procedures with respect to the payment 
of commissions owing to the lessors of Solon in 
accordance with a ‘’Statement of Policy Concerning 
the Payment of Commissions’ filed with the Court. 
The defendants consented to the entry of these 
judgments without admitting or denying the allegations 
of the complaint. 


The complaint alleges that from the 1940’s to the 
present, the defendants variously caused Solon to enter 
into lease agreements with the lessors whereby Solon, 
in exchange for the right to install and maintain 
coin-operated laundry equipment, agreed to pay the 
lessors ‘‘commissions,”’ in the form of an agreed upon 
percentage of the gross proceeds from the machines, 
an agreed upon flat rate, or some other form of agreed 
upon amount. Generally on a monthly basis, em- 
ployees of Solon would collect the gross proceeds 
from the machines, and commission checks would be 
prepared and delivered to the lessors. The defendants, 
in calculating the commissions owing to certain of the 
lessors, generally to those on a percentage rate basis, 
would take ‘‘deductions’’ from the commissions due 
and owing to the lessors. Certain of these deductions 
were not permitted by the !ease agreements and were 
taken without the knowledge of or consent of the 
lessors. The practice of taking deductions from 
commissions originated in the 1940’s at the time of 
Solon’s inception, and grew to the extent that 
deductions of approximately $225,000 were taken 
during fiscal year ending in 1974, deductions of ap- 
proximately $350,000 were taken during fiscal year 
ending in 1975, and deductions of approximately 
$350,00 were taken during fiscal year ending in 1976. 
The complaint further alleges that the practice of 
taking unauthorized deductions, the amount of monies 
deducted, and contingent liabilities which Solon may 
have as a result of the practice of taking unauthorized 
deductions were not disclosed in Solon’s financial 
statements or other public filings, or to purchasers, 
sellers, or prospective purchasers or sellers of Solon’s 
securities, or to Solon’s customers. 
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Litigation Release No. 7888/April 27, 1977 


SEC v. SHELBY BOND SERVICE CORPORATION, 
et al. 
U.S.D.C., W.D. TENN. C-77-2236 


Jule B. Greene, Administrator of the Atlanta Regional 
Office of the Securities and Exchange Commission, 
announced that on April 18, 1977, a civil injunctive 
complaint was filed in United States District Court for 
the Western District of Tennessee, Memphis Division, 
naming Shelby Bond Service Corporation (Shelby 
Bond), a municipal securities dealer, Precision Optical 
Laboratory, Inc. (Precision Optical), both Tennessee 
corporations, Max J. Baer, Robert E. Hawks, Charles 
M. West, Donald E. Helms, Richard C. Flick, Edward 
J. Blumenfeld, and Patrick Lawyer, all of Memphis, 
and Charles M. Beale of Cardova, Tennessee, Manuel 
W. Yopp of Germantown, Tennessee, and Richard 
Lutz of Southaven, Mississippi. 


The complaint alleges that Shelby Bond, Beale, Baer, 
West, Helms, Yopp, Flick, Lutz, Blumenfeld, and 
Lawyer violated the anti-fraud provisions of the federal 
securities laws in connection with the offer, purchase 
and sale of municipal securities by making numerous 
misrepresentations and omissions of material facts to 
prospective investors. The complaint also alleges that 
these defendants omitted to state to investors that 
they were being charged prices for their securities 
which were not reasonably related to the then current 
market price for the securities. Undisclosed mark-ups 
as high as 166 percent over the contemporaneous cost 
to Sheiby Bond are alleged. 


The complaint further alleges that Shelby Bond, 
Precision Optical, Baer, Beale and Hawks violated the 
anti-fraud provision of federal securities laws by 
making numerous misrepresentations and omissions of 
material facts in connection with the offer and sale of 
municipal securities, namely industrial development 
revenue bonds issued by the Gallaway Industrial De- 
velopment Board of Gallaway, Tennessee, under- 
written by Shelby Bond, in which Precision Optical is 
the lessee. The misrepresentations alleged relate to the 
safety and merits of investment in these bonds and the 
financial status of Precision Optical. 





Litigation Release No. 7889/April 27, 1977 


U.S. v. ROBERT MAGUIRE, et al. 
(E.D. Pa. No. 77-181) 


David W. Marston, United States Attorney for the 
Eastern District of Pennsylvania, and Paul F. Leonard, 





om 





Administrator of the Washington Regional Office, and 
Thomas H. Monahan, Assistant Regional Administra- 
tor (Philadelphia Branch Office) of the Securities and 
Exchange Commission announced that on April 21, 
1977 a Federal Grand Jury sitting in Philadelphia, 
Pennsylvania returned a 77 count indictment against 
Robert Maguire (Maguire), Blue Bell, Pennsylvania, 
Bertram J. Burak (Burak), Philadelphia, Pennsylvania, 
Andrew Horvat (Horvat), Point Pleasant, Pennsylvania, 
and Alan S. Simon (Simon), Holland, Pennsylvania. 


Defendants were associated with Albert & Maguire 
Securities, Inc. (Albert & Maguire), a Philadelphia, 
Pennsylvania broker-dealer which was _ placed in 
trusteeship under the Securities investor Protection 
Act in October, 1972. 


The indictment charged that: 


(a) Maguire, Burak, Horvat, Albert and Simon con- 
verted to the working capital of Albert & Maguire, the 
proceeds of the unauthorized sales of $244,482.05 
worth of securities belonging to customers of the firm: 


(b) Maguire, Burak, Albert and Simon converted to 
the working capital of Albert & Maguire $154,000.00 
which had been paid by customers of the firm to 
purchase a bond issue; 


(c) Maguire, Albert and Simon attempted to re- 
imburse a customer of Albert & Maguire whose 
securities had been converted by converting $63,550.00 
worth of other customer’s securities; 


(d) Maguire and Simon (in part) converted $32,601.25 
worth of customers securities and diverted the proceeds 
to the personal use of Maguire. 


Maguire has been charged with 41 counts of securities 
fraud, 32 counts of mail fraud, three counts of interstate 
transportation of stolen securities, and one count of 
conspiracy. Albert has been charged with 27 counts of 
securities fraud and one count of conspiracy. Burak has 
been charged with 29 counts of securities fraud, 26 
counts of mail fraud, and one count of conspiracy. 
Horvat has been charged with one count of securities 
fraud and one count of conspiracy. Simon has been 
charged with 34 counts of securities fraud, 27 counts of 
mail fraud, two counts of interstate transportation of 
stolen securities, and one count of conspiracy. 





Litigation Relese No. 7890/April 28, 1977 


S.E.C. v PRO-TECH PROGRAMS, INC., et al. 
(S.D.N.Y. Civil Action No. 73-1176 (IBW) 


William D. Moran, Administrator of the New York 
Regional Office of the Securities and Exchange Com- 
mission announced that the Honorable Robert J. Ward, 
Judge of the United States District Court for the 
Southern District of New York signed Final Judgments 
of Permanent Injunction by Consent on April 22, 1977 
enjoining Sol Rosen (‘‘Rosen’’) and Pro-Tech Pro- 
grams, Inc. (‘‘Pro-Tech’’), of which he is president, 
from further violations of Section 10(b) of the Securities 
Exchange Act of 1934 and Rule 10b-5 thereunder in 
connection with the securities of Pro-Tech or any other 
securities. Among other things, the Commission’s 
Complaint had alleged that defendants in this action 
had engaged in transactions in Pro-Tech common stock 
while such defendants were in possession of non-public 
information concerning various regulatory actions that 
were to be brought against Pro-Tech. In consenting to 
the entry of the Judgments, the defendants neither 
admitted nor denied the allegations of the Commis- 
sion’s Complaint. For further information see Litigation 
Release Nos. 5810 and 6887. 


Litigation Release No. 7891/ April 28, 1977 


SEC v. National Student Marketing Corp., et al. 
M.D.L. Docket No. 105, Civil Action No. 225-72 


The Securities and Exchange Commission announced 
today that on April 26, 1977, Judge Barrington D. 
Parker entered a Final Judgment of Permanent In- 
junction against Robert A. Katz, a defendant in the Na- 
tional Student Marketing Corp. case. Mr. Katz, an 
attorney, consented to the entry of the injunction 
without admitting or denying the allegations in the 
Commission’s complaint. The consent injunction fol- 
lowed the Court's denial of cross-motions for summary 
judgment by Katz and the Commission. The Court's 
opinion in that regard is reported at 402 F.Supp. 641 
(D.D.C.,, 1975). 


The injunction, among other things, permanently en- 
joins and restrains Katz from issuing legal opinions 
which he knows or reasonably should know are 
materially false and misleading in connection with the 
offer, purchase or sale of the securities of National 
Student Marketing Corp. or any other issuer. In ad- 
dition, among other things, the injunction requires Katz, 
in rendering any written legal opinion to any issuer 
registered with the Commission or any accountant, 
attorney, director, officer, employee or agent of any 
such issuer, when Katz knows or reasonably should 
know his opinion will be relied upon in connection with 
any filing with the Commission, to clearly describe in his 
opinion, (a) the identity of any person or entity to whom 
and for whose benefit such opinion is rendered; (b) any 
purpose for which such opinion is designed to be 
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utilized; and (c) any restriction on the use to which such 
opinion may be put. Also, in that regard, the order re- 
quires that Katz approve in advance any references to 
his opinion in any publication or filing which makes 
reference to his opinion. 


In the stipulation giving rise to the injunction, Katz re- 
presented that he does not presently practice before the 
Commission, has not done so since 1971, and has no 
‘present intention of doing so. Katz, however, agreed to 
give the Commission prior written notice in the event his 
intentions change and he plans to practice before the 
Commission in the future. 


In light of the disposition of the matter as to Katz, the 
Commission represented that it has no present intention 
of instituting proceedings under Rule 2(e) of the Com- 
mission’s Rules of Practice with respect to Katz. 





Litigation Release No. 7892/April 28, 1977 


U.S. v. HARRY E. NILES, ET AL., 
(USDC, N. Dist. of Tex., Dallas Div., CR3-77-15) 


Michael P. Carnes, United States Attorney for the 
Northern District of Texas, Robert H. Davenport, and 
Richard M. Hewitt, Administrators of the Denver and 
Ft. Worth Regional Offices of the Securities and 
Exchange Commission respectively, today announced 
that on March 11, 1977 and March 14, 1977 William B. 
Clark of Dallas, Texas and Harry E. Niles, Tulsa, Okla- 
homa, pled guilty to one count of a violation of Rule 
10b-5 under the Securities Exchange Act of 1934, 
without knowledge and one count of misprision of a 
felony. 


On April 5, 1977 Howard P. Carroll and Jerry A. 
McFarland, Denver, Colorado; and Robert C. Wilson, 
Scottsdale, Arizona were found guilty of conspiring to 
violate the anti-fraud, mail fraud, and false filing pro- 
visions of the United States Code. Howard P. Carroll 
and Robert C. Wilson were also found guilty of two 
counts of mail fraud and four counts of securities fraud. 


Sentencing has been set for April 29, 1977 before the 
Honorable Sarah T. Hughes, United States District 
Court, Northern District of Texas, Dallas, Texas. 


For further information see litigation release no. 7778. 





Litigation Release No. 7893/April 28, 1977 


SEC v. ENERGY RESERVE, ET AL. 
(C.D. CA Civil Action No. 76-3949 RMT) 
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Gerald E. Boltz, Administrator of the Los Angeles Re- 
gional Office of the Securities and Exchange Com- 
mission announced that on April 11, 1977, the defend- 
ants, Energy Reserve, Inc. of Phoenix, Arizona, Co- 
operative Oil Investment, Inc. of Spencer, West 
Virginia, Alfred Sprenger, Roger Sherer and Conrad 
Sprenger of Phoenix, Arizona, without admitting or 
denying any of the allegations of the Commission's 
complaint and for the purposes of such action only, 
filed a stipulation and consent with the United States 
District Court for the Central District of California that 
the Court enter a Final Judgment of permanent injunc- 
tion against them for violations of the anti-fraud pro- 
visions of the federal securities laws. 


The complaint alleged that the defendants, in connec- 
tion with the offer and sale of fractional interests in 
production in oil wells, made misrepresentations of 
material facts to investors including failure to disclose 
the insolvency of defendant Energy Reserve, Inc. and 
failure to disclose that defendants Alfred Sprenger and 
Roger Sherer had been previously enjoined by the SEC 
in 1973. Misrepresentations included statements con- 
cerning the use of proceeds of investor funds as well as 
segregation of such funds into separate trust accounts. 
Defendant, Energy Reserve, Inc. has also agreed to 
exercise its best efforts to sell all of its rights, title and 
interests in a lease near Bakersfield, California (Mitchell 
Lease). The proceeds from such sale will be deposited 
into an escrow account. The investors who purchased 
interests in oil wells in the Mitchell lease will be given an 
opportunity to elect between two options. First, the 
investor can choose to be repaid his original cash in- 
vestment with 7% interest (less any previous dividend 
payments). The second option is to elect to continue to 
receive an interest in production from all existing wells 
and wells to be drilled. A court appointed expert 
petroleum engineer will make an independent report to 
the Court setting forth the values of both options. Prior 
to the time when the investor will have to elect between 
the two options, the Court will conduct a hearing to de- 
termine the fairness of such options. The investors in 
the oil wells will be notified of the date of such hearing 
and will be given the right to appear and be heard. 





Litigation Release No. 7894/ April 28, 1977 


SEC v. Trustees Loan and Discount Co. and 
Frank Caterinicchia 
(M.D. Ala. C-77-34N) 


Jule B. Greene, Administrator of the Atlanta Regional 
Office of the Securities and Exchange Commission, an- 
nounced that on March 15, 1977 Honorable Robert E. 
Varner, United States District Judge for the Middle 
District of Alabama at Montgomery, denied the Com- 





mission’s motion for a preliminary injunction against 
Trustees Loan and Discount Co., an Alabama corpora- 
tion now under a Chapter XI arrangement, and Frank 
Caterinicchia of Birmingham, Alabama. The order 
states that the Commission had shown some violations 
that occurred over a substantial period of time but that 
in view of the supervision of the Bankruptcy Court there 
was no need for the temporary relief sought. 


Litigation Release No. 7895/ April 28, 1977 


STATE OF NORTH CAROLINA v. 
ROBERT P. KELLY, I/ 

Wake County Superior Court, 
Raleigh, North Carolina 


Rufus L. Edmisten, Attorney General for the State of 
North Carolina, and Jule B. Greene, Administrator of 
the Atlanta Regional Office of the Securities and Ex- 
change Commission, jointly announced that on April 4, 
1977, Robert P. Kelly, Ill entered a plea of guilty to one 
count of attempted securities sales fraud, a mis- 
demeanor under the laws of North Carolina. Honorable 
E. Maurice Braswell, Judge of the Wake County 
Superior Court, postponed sentencing of Kelly until 
June 21, 1977. 


The charge arose from Kelly’s activities in connection 
with the offer and sale of savings notes issued by Pine- 
hurst Mortgage and Loan Corporation (PML) which 
conducted operations in Southern Pines, Charlotte and 
Asheville, North Carolina. Frederick N. Boswell is 
presently under an indictment in the same court 
charging fraud in the sale of securities for his alleged 
participation in the PML not sales program. 





Litigation Release No. 7896/April 28, 1977 


S.E.C. v. TEXAS PLANTATIONS, INC., ET AL. 
Civil Action File No. B-77-110 (S/D of Texas) 


Richard M. Hewitt, Administrator of the Fort Worth Re- 
gional Office of the Securities and Exchange Com- 
mission, announced today that Federal District Judge 
Reynaldo Garza of Brownsville, Texas, entered an Order 
of Permanent Injunction on April 22, 1977, enjoining 
Texas Plantations, Inc.; John T. Cross; and Herstel L. 
Cross, all of McAllen, Texas, from violations of the 
anti-fraud provisions of the federal securities laws in the 
offer and sale of citrus grove investment contracts to 
European investors. 


The defendants consented to the entry of the Orders of 


Permanent Injunction without admitting or denying the 
allegations in the Commission’s complaint. 


The Commission filed its complaint on April 22, 1977, 
alleging that Winfried Artois and American-European 
Investors Establishment, both of Vaduz, Liechtenstein, 
together with the previously-mentioned defendants 
violated the anti-fraud provisions of the federal 
securities laws in the offer and sale of citrus grove in- 
vestment contracts. 





Litigation Release No. 9897/April 28, 1977 


S.E.C. v. TEXAS FRUIT DEVELOPMENT CORPORA- 
TION, ET AL. 


Civil Action File No. B-77-111 (S/D of Texas) 


Richard M. Hewitt, Administrator of the Fort Worth Re- 
gional Office of the Securities and Exchange Com- 
mission, announced today that Federal District Judge 
Reynaldo Garza of Brownsville, Texas, entered an Order 
of Permanent Injunction on April 22, 1977, enjoining 
Texas Citrus Development Corporation, William T. Ellis, 
and Curtis Davis, all of Mission, Texas, from violations 
of the securities registration and anti-fraud provisions of 
the federal securities laws in the offer and sale of citrus 
grove investment contracts. 


The defendants consented to the entry of Orders of 
Permanent Injunction without admitting or denying the 
allegations in the Commission's complaint which was 
also filed on April 22, 1977. 





Litigation Release No. 9898/ April 28, 1977 


SEC v. JAMES R. BILHARTZ 
CA 3-77-0337 C (N.D. TEX.) 


Richard M. Hewitt, Administrator of the Fort Worth 
Regional Office of the Securities and Exchange Com- 
mission, and Daniel R. Kirshbaum, Assistant Regional 
Administrator of the Houston Branch Office, an- 
nounced today that on April 14, 1977, Federal District 
Judge William M. Taylor, Jr., Dallas, Texas, entered an 
order of permanent injunction against Roland P. Miller, 
Jackson, Mississippi, formerly Dallas. 


Miller consented to the entry of the order without ad- 
mitting or denying the allegations in the Commission's 
complaint filed March 15, 1977, which alleged violations 
by him of the periodic reporting provisions of the federal 
securities laws in connection with the filing of false and 
misleading reports with the Securities and Exchange 
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Commission by Sonics International, Inc., Dallas, 


Texas. 


For further information, see Litigation Release No. 
7832. 








ACCOUNTING SERIES 





Accounting Series Release No. 212/April 18, 1977 
Admin. Proc. File No. 3-5205 
In the Matter of 


EUGENE TESTA 
W.A. STEBBINS 


ORDER INSTITUTING PROCEEDINGS AND 
POSING REMEDIAL SANCTIONS 


IM- 


FINDINGS AND OPINION 


These are proceedings pursuant to Rule 2(e) of the 
Commission's Rules of Practice to determine whether 
W.A. Stebbins (‘Stebbins’) and Eugene Testa 
(‘‘Testa’’) should be denied the privilege of appearing or 
practicing before the Commission. 


Respondents have submitted offers of settlement which 
the Commission has determined to accept. Solely for 
the purpose of these proceedings and without admitting 
or denying any of the findings or conclusions contained 
herein, respondents consent to institution of proceed- 
ings under Rule 2(e) of the Commission's Rules of 
Practice and to the entry of an Opinion and Order con- 
taining the findings and imposing the remedial 
sanctions as set forth below. 


These proceedings arise out of the conduct of 
respondents in connection with the audits of the 
financial statements of Photon, Inc. (‘‘Photon’’) for the 
fiscal years ended December 31, 1970 and 1971. A non- 
public investigation conducted by the Commission’s 
staff has indicated that Photon’s financial statements 
for those (and other) years were materially false and 
misleading and that the examinations of those financial 
statements by respondents were not conducted in 
accordance with generally accepted auditing standards: 





‘As a result of the investigation, the Commission has 
filed a complaint in the United States District Court for 
the District of Columbia seeking injunctive relief against 
certain persons. See Litigation Release No. 7641, 
November 11, 1976. 
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Photon, whose securities were registered pursuant to 
Section 12(g) of the Securities Exchange Act, was a 
major manufacturer of photo-typesetting equipment 
headquartered in Wilmington, Massachusetts. Its stoct 
was traded in the over-the-counter market until March 
1973, when the Commission suspended trading ?For the 
year ended December 31, 1970 Photon reported total 
assets of $35,600,374 and a net loss of $978,464 on sales 
of $19,991,997. At December 31, 1971 the Company’s 
reported assets totalled $40,569,798, with net income of 
$1,349,468 on sales of $22,302,562. 


The staff's investigation has indicated that since about 
1968, and continuing until early 1973, Photo officers 
were engaged in a scheme to falsify its financial state- 
ments by massive overstatements of assets and 
income. The respondents referred to above acted as the 
independent public accountants for Photon during each 
of the years 1968 through 1971 and in each year ex- 
pressed an opinion that Photon’s financial statements 
presented fairly the financial position of Photon in con- 
formity with generally accepted accounting principles 
and that the audits were conducted in accordance with 
generally accepted auditing standards. 


The principal means used by Photon to falsify financial 
statements were to record lease arrangements as sales, 
record fictitious sales and to overstate inventories and 
receivables through various devices described below. In 
1973 an audit was conducted by other independent 
accountants to determine the adequacy of prioi 
financial statements and Photon’s financial condition. 
As a result of this audit, a write-off was made of in- 
ventories and receivables in the approximate amounts 
of $19 million and $6.4 million respectively. 


The Photon-Pace Arrangement 


Pacer Corporation (‘‘Pacer’’) was established in 1968 at 
the behest of a Photon officer for the purpose of 
establishing an intermediary through which Photon’s 
products could be leased by having Pacer ‘‘buy”’ 
equipment and separately lease that equipment to 
Photon’s customers. By this arrangement Photon was 
provided a means to record leases as sales. Pacer’s only 
substantive function was to find financing for the 
leasing and to prepare paper work in connection with 
the financing. The agreement for these transactions 
stipulated, however, that should a customer default on 
lease payments, Pacer could ‘“‘consign’’ the equipment 
back to Photon and Photon would be obligated to 
reimburse Pacer for the balance of the payments on 
these defaulted leases. Photon was also obliged to 





?The Company subsequently went through Chapter 10 
bankruptcy proceedings and was sold as a going 
concern to an unaffiliated company. 








—_ 


service the leases and bear the cost of pick-up, repair, 
storage and resale of the equipment. In essence, Pacer, 
by terms of the agreement, was indemnified against 
loss from these transactions. Photon recorded these 
ransactions as sales and never disclosed the substantial 
contingent liabilities attached thereto. 


Approximately 10% of Photon’s ‘‘sales’’during 1970 
and 1971 were recorded in this manner and by 1973, 
Photon was paying Pacer over $500,000 per year for de- 
faulted leases. These payments were falsely included as 
part of the cost of goods sold. 


The respondents were aware of the ‘consignment pay- 
ments” by Photon to Pacer, Pacer’s leased equipment 
stored at Photon’s plant, and the substantial amount of 
Pacer sales recorded by Photon. They requested but 
never obtained access to the documentation underlying 
the agreement with Pacer, as management withheld it. 
Instead, the respondents relied on management's un- 
corroborated representations that such arrangements 
were reflected as bona fide sales without contingent 
liabilities and that the consignment payments were 
properly included in cost of sales. 


As a result of this arrangement, cumulative liabilities of 
$1.6 million principally for estimated losses and other 
expenses were recorded during the 1973 audit. 


Fictitious and Improperly Recorded Sales 


During certain fiscal years, including both 1970 and 
1971, Photon fraudulently inflated earnings by record- 
ing non-existent sales and by recording sales in De- 
cember which should have been recorded in the follow- 
ing year. The related equipment was stored on Photon’s 
premises or in vans. Some was included in inventory as 
“returned” goods, though no credits to reduce sales 
were ever issued. 


The respondents were aware that an abnormally high 
portion of Photon’s purported sales took place at year- 
end. They permitted Photon to use a cut-off date two 
weeks after year-end and failed to make inquiries suf- 
ficient to explain the many questionable practices of 
which they were aware. They knew that many of the 
year-end invoices had notations such as “‘billed but not 
shipped” and ‘‘shipped to warehouse.’’ There was 
virtually no coordination between inventory and sales 
audit work, thus permitting the recordation of fictitious 
sales. 


Inventory 


Approximately nineteen million dollars of inventory was 
written-off during 1973, fifteen million of which resulted 
from prior costing errors related to obsolesence and dif- 
‘2rences between the physical counts and Photon’s 
yook balances. An additional four million dollar 


write-off resulted from slow moving and other obsolete 
inventory. 


During the 1970-1971 period the photo-typesetting in- 
dustry experienced rapid technological progress with 
concomitant equipment obsolesence. Photon’s_in- 
ventory was increasingly characterized by equipment 
carried at more than net realizable value and by sub- 
stantial parts and material suitable only for manufactur- 
ing or servicing obsolete equipment. 


The respondents were aware of Photon’s obsolescence 
problem but failed to insist on adequate write-offs. A 
“usage test’’ performed by the respondents in con- 
nection with the 1970 engagement revealed numerous 
discrepancies which were neither resolved nor pursued. 
They subsequently acquiesced in the establishment of 
an arbitrary $957,360 obsolescence “‘allowance’’. Only 
$191,472 of this amount was charged to income in 1970, 
and the balance was ‘‘deferred.”’ in 1971, although no 
obsolescence testing was done by the auditors, the 
amount of $191,472 was written off against the re- 
maining “allowance” established in 1970. The inventory 
workpapers for both years prepared by respondents are 
replete with notations such as “‘junk’’ and ‘‘obsolete.”’ 
Also included in the inventory account was consigned 
equipment, fixed assets and trade-in equipment for 
which no credits had been issued. Despite the 
haphazard and disorganized method of counting the 
physical inventory, the respondents accepted manage- 
ment’s self-serving statements and adjusted book in- 
ventory upward to reflect the physical inventory count. 


Accounts Receivable 


The recording of fictitious sales also resulted in ac- 
counts receivable being materially overstated in ever in- 
creasing amounts, resulting in a 1973 write-off of about 
$6.4 million. In 1971 the respondents sent confirmation 
requests to Photon’s purported customers with open 
balances. They received a forty percent response based 
on dollar value and the bulk of the confirmations 
returned by unaffiliated parties showed major dis- 
crepancies. Only five percent of the total dollar value of 
accounts receivable were confirmed positively by un- 
affiliated customers. Although several lists of doubtful 
accounts with major differences were prepared and re- 
viewed by Stebbins and Testa only an insignificant 
amount of these were ever adjusted. Other accounts 
with material discrepancies were never even included 
on the list. No second requests were sent. Alternative 
procedures were,restricted to tracing a few subsequent- 
to-year-end payments to bank statements, without 
verification against invoices. No aging tests were per- 





3Since the respondents never conducted a proper study 
and evaluation of internal control, this procedure could 
not be relied on in any case. 
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formed on the receivables, although a list of old 
accounts was prepared. This list bore various cryptic ex- 
planations for non-payment, many of which were 
questionable on their face.* Once again, management 
representations were accepted by the respondents. 
Collectibility of the receivables was never seriously 
questioned, nor was any adjustment made to the 
account. 


Conclusions and Findings 


The audits, under the supervision of Testa and Steb- 
bins, were conducted with a marked disregard for 
generally accepted accounting principles and auditing 
standards as well as the Commission’s Rules and 
Regulations. In addition to the deficiencies detailed 
above, the respondents failed to make a proper study or 
evaluation of Photon’s internal control system in either 
of the years in question. This violation of generally ac- 
cepted auditing standards is alone inexcusable. The 
deficient examinations of Photon’s financial statements 
represents an unacceptable breach of professional 
responsibility on the part of the respondents. The Com- 
mission, therefore, FINDS that the respondents have 
engaged in willful violations, and willfully aided and 
abetted violations, of sections 10(b) and 13(a) of the 
Securities Exchange Act of 1934 and Rules 10b-5 and 
13a-1 thereunder. 


Accordingly, 


IT IS ORDERED that, proceedings pursuant to Rule 2(e) 
of the Commission’s Rules of Practice be, and they 
hereby are, instituted against respondents. 


IT IS FURTHER ORDERED that, pursuant to the terms 
of the offers of settlement, Stebbins and Testa be, and 
hereby are, denied the privilege of appearing or 
practicing before the Commission, provided however 
that after three years from the effective date of this 
order, respondent Eugene Testa may apply for the 
privilege of practising before the Commission upon a 
showing that he is familiar with generally accepted 
accounting principles and auditing standards and the 
reporting requirements of the Commission. 


By the Commission. 


George A. Fitzsimmons 
Secretary 








4The “explanations” included such notations as ‘‘equip- 


ment returned years ago”, 
“rental-not for sale.” 


“not shipped” and 
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FREEDOM OF INFORMATION ACT 





FREEDOM OF INFORMATION ACT 
Release No. 53/April 28, 1977 


In the Matter of Requests of 
JERRY LANDAUER and JOHN BERRY 


ORDER PARTIALLY GRANTING REQUESTS FOR RE- 
CORDS RELATING TO QUESTIONABLE OR ILLEGAL 
CORPORATE PAYMENTS 


The Commission authorized its General Counsel to send 
the following letters to Messrs. Landauer and Berry 
concerning their requests for access to information con- 
tained in Commission records relating to illegal or 
questionable corporate payments: 


April 27, 1977 


Mr. Jerry Landauer 

Staff Reporter 

The Wall Street Journal 
245 National Press Building 
Washington, D.C. 20004 


Dear Mr. Landauer: 


The Commission has considered your requests, dated 
November 23 and December 7, 1976, pursuant to the 
Freedom of Information Act, 


(1) ‘to examine all records in the Commission’s 
possession relating to illegal or questionable payments 
made by corporations under the Commission’s juris- 
diction in the United States or abroad. 


“This request includes, but is not limited to, all records 
relating to corporations that obtained the informal views 
of the Commission prior to making public disclosures of 
illegal or questionable payments and practices * * * "; 
and 


(2) “for copies of all claims of exemption from the 
[Freedom of Information] Act by corporations making 
use of the Commission’s so-called ‘voluntary disclosure 
program’ in connection with illegal or questionable pay- 
ments in the United States or abroad.” 


The Commission has authorized me to inform you that 
you will be granted access to certain portions of the 
records covered by your requests, where there is no 
longer any law enforcement interest in the records. 
However, in order to provide notice of the Commis- 
sion’s determination to the subject corporations and an 
opportunity for them to take whatever action they may 








deem appropriate, disclosure of these records will be 
deferred for twenty days from the date of this letter. 
Accordingly, the records will be made available for 
inspection on May 17, 1977, in our Public Reference 
Section, Monday through Friday, 9:00 a.m. to 5:30 
p.m., holidays excluded. However, requests to examine 
materials are not processed after 4:30 p.m. Upon 
receipt of written instructions, the Section can either 
photocopy the documents for you or render a quotation 
as to the cost of having them copied and mailed to you. 
This procedure and the current per page rates are 
explained in the enclosed fee schedule. 


Additional records now in the Commission’s files will be 
made available to you as soon as it is possible to com- 
plete processing of those files to determine if there is 
any further enforcement interest in the records. 


The balance of the documents you requested will not be 
disclosed, since they constitute inter- or intra-agency 
memoranda which are exempt from disclosure pursuant 
to 5 U.S.C. 552(b)(5), and 17 CFR 200.80(b)(5); consist 
of investigatory records compiled for law enforcement 
purposes, the disclosure of which would interfere with 
enforcement proceedings, constitute an unwarranted 
invasion of personal privacy, disclose investigative tech- 


niques and procedures, endanger the life or safety of- 


law enforcement personnel, or disclose the identity of 
confidential sources, and thus are exempt from dis- 
closure pursuant to 5 U.S.C. 552(b)(7) and 17 CFR 
200.80(b)(7); or constitute commercial or financial 
information obtained from a person and privileged or 
confidential and are exempt from disclosure pursuant to 
5 U.S.C. 552(b)(4), and 17 CFR 200.80(b)(4). 


The members of the Commission voting to take this 
action were: Chairman Harold M. Williams and Com- 
missioners Philip A. Loomis, Jr., John R. Evans, and 
Irving M. Pollack. 


You may seek judicial review of the Commission's 
decision to deny you access to certain of the materials 
you have requested by bringing an action in the United 
States District Court for the District of Columbia or in 
the district in which you reside or have your principal 
place of business. See 5 U.S.C. 552(a)(4)(B). 


Sincerely, 


Harvey L. Pitt 
General Counsel 





April 27, 1977 


Mr. John F. Berry 

Staff Writer 

The Washington Post 
1150 15th Street, N.W. 
Washington, D.C. 20071 


Dear Mr. Berry: 


The Commission has considered your request, dated 
December 15, 1976, pursuant to the Freedom of In- 
formation Act, for disclosure of ‘[t)he names of 
recipients— both U.S. citizens and foreign nationals — of 
questionable or illegal payments from U.S. corporations 
uncovered in SEC investigations that began in 
February, 1975.” 


The Commission has authorized me to inform you that 
you will be granted access to certain portions of the 
records covered by your request, where there is no 
longer any law enforcement interest in the records. 
However, in order to provide notice of the Commis- 
sion’s determination to the subject corporations and an 
opportunity for them to take whatever action they may 
deem appropriate, disclosure of these records will be 
deferred for twenty days from the date of this letter. 
Accordingly, the records will be made available for in- 
spection on May 17, 1977, in our Public Reference 
Section, Monday through Friday, 9:00 a.m. to 5:30 
p.m., holidays excluded. However, requests to examine 
materials are not processed after 4:30 p.m. Upon re- 
ceipt of written instructions, the Section can either 
photocopy the documents for you or render a quotation 
as to the cost of having them copied and mailed to you. 
This procedure and the current per page rates are 
explained in the enclosed fee schedule. 


Additional records now in the Commission’s files will be 
made available to you as soon as it is possible to 
complete processing of those files to determine if there 
is any further enforcement interest in the records. 


The balance of the documents you requested will not be 
disclosed, since they constitute inter- or intra-agency 
memoranda which are exempt from disclosure pursuant 
to 5 U.S.C. 552(b)(5), and 17 CFR 200.80(b)(5); consist 
of investigatory records compiled for law enforcement 
purposes, the disclosure of which would interfere with 
enforcement proceedings, constitute an unwarranted 
invasion of personal privacy, disclose investigative tech- 
niques and procedures, endanger the life or safety of 
law enforcement personnel, or disclose the identity of 
confidential sources, and thus are exempt from dis- 
closure pursuant to 5 U.S.C. 552(b)(7) and 17 CFR 
200.80(b)(7); or constitute commercial or financial in- 
formation obtained from a person and privileged or con- 
fidential and are exempt from disclosure pursuant to 5 
U.S.C. 552(b)(4), and 17 CFR 200.80(b)(4). 


The members of the Commission voting to take this 
action were: Chairman Harold M. Williams and Com- 
missioners Philip A. Loomis, Jr., John R. Evans, and 
Irving M. Pollack. 


You may seek judicial review of the Commission's 
decision to deny you access to certain of the materials 
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you have requested by bringing an action in the United 
States District Court for the District of Columbia or in 
the district in which you reside or have your principal 
place of business. See 5 U.S.C. 552(a)(4)B). 


Sincerely, 


Harvey L. Pitt 
General Counsel 


As is noted in the foregoing letters, the records being 
released are those in which there is no further law en- 
forcement interest. In light of the large number and 


volume of the records subject to these FOIA requests, 
however, it has not been possible to make such de- 
terminations with respect to all the records in the Com- 
mission’s files. Accordingly, further records will be re- 
leased as soon as such determinations are made and the 
records are processed by the staff. In each case, the 
staff will notify the subject corporation twenty days 
prior to the disclosure of any records. 


By the Commission, 


George A. Fitzsimmons 
Secretary 
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